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' Diplomacy With ahi 


ideas il Interpretation 
By Adawete G. | 


I 


Many basic difficulties have hampered the evolution of 
satisfactory, realistic economic foreign policies by the United 
States and by Latin American countries. A forsign policy 
is a complex of so many factors, and its implementation 
through diplomacy so circumscribed by uncontrollable tan- 
gential forces, that this condition need cause no surprise. A 
foreign policy, whether its emphasis is primarily economic 
or political, cannot be formulated in a vacuum. Various facets 
of that policy must reflect the influence of policies pursued by 
other countries, and so become compromises or adjustments, 
challenges or accommodations. In the United States, as in 
every member of the family of nations, domestic conditions 
impose restrictions and present demands that cannot be 
ignored by those who attempt to frame policies. Tariffs, 
responding to demands of certain pressure groups, may result 
in a loss of markets for other groups. Indeed they can change 
the entire international and political orientation of affected 
countries. The actions of individual or corporate investors, 
exploiters, or traders may create emotional and legislative 
barriers as well as additional opportunities that are reflected 
in governmental responses. Strategic considerations may dic- 
tate actions at the highest governmental level which in turn 
have economic implications. Strategic objectives, and the 
allocation of resources for realization of those objectives, may 
have repercussions that appear as countermoves in the econo- 
mic policies of other nations. 





* Dr. Warren is Professor of History at the University of Mississippi. 
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These difficulties in themselves should be enough to silence 
those shallow critics and self-appointed experts who so glibly 
charge that the United States has no foreign policy toward a 
given area. But the problem is even more difficult for the 
harassed policy maker. Whether viewed from the United 
States or from a Latin American capital, whether the line of 
sight runs from Washington to Rio de Janeiro, from Buenos 
Aires to Asuncién, from Mexico City to London, basic differ- 
ences among nations must be considered. There are differ- 
ences in national social and economic structures, in political 
and economic philosophy, in total power, and, be it noted 
particularly, in the wisdom of governmental officials. 

So long as national boundaries exist, so long as the sover- 
eignty of a national state remains a cardinal political principle, 
then must foreign policy be geared to national self-interest. 
The question is, how may the national interest be served best? 
From an imperfect knowledge of the past, and from an even 
more imperfect knowledge of the kaleidoscopic present, as- 
sumptions or hypotheses must be made. Policy derives from 
these hypotheses. If they are wrong, the policy fails; if they 
are correct, the policy might succeed. But, since the con- 
temporary scene is ever a shifting one, policy must undergo 
reorientation. 

II 


The Latin American policy of the United States, in its 
political and economic aspects, has been far from static; its 
reorientations, viewed from the vantage point of a century or 
more hence, must appear to have occurred much more rapidly 
than we now realize. For some eight decades after Latin 
American colonies became national states, the laissez-faire 
attitude prevailed. Our government generally contented itself 
with signing treaties of amity, commerce, and navigation to 
provide the general framework for economic relations. Diplo- 
matic facilities were available to protect our nationals from 
real or fancied injustice. Occasionally, and with increasing 
frequency as the nineteenth century wore away and economic 
contacts became more numerous, corporations and individuals 
sought diplomatic redress. It was private capital that took 
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the initiative in developing trade. But even in the mid- 
nineteenth century, the federal government was not indiffer- 
ent to its own opportunities. The various expeditions to Latin 
America, like Page’s reconnaissance of the Plata river system, 
and Blaine’s call in 1881 for a Pan American Conference, pres- 
aged the acceptance of a more active role in promoting private 
trade and investment. 

Blaine’s awareness of Latin America’s economic importance 
coincided in time with large-scale European economic pene- 
tration. As Whitaker has pointed out, “It was in the last 
third of the nineteenth century that European capitalists 
poured into Latin America the first large-scale foreign invest- 
ments it had ever received, and as a result modern Latin 
America emerged in its now familiar role of Rohstoffskammer 
und Absatzkontinent to the great capitalist-industrial na- 
tions, which were at that time the great European nations.” ! 
This penetration clearly carried with it the danger of inter- 
ference in Latin American political affairs. But, with the 
increasing conviction of the positivist thinkers that Latin 
America must imitate the industrialized nations, the risk was 
run deliberately. They could see no other way in which to 
obtain the capital necessary to industrialize rapidly. The 
slow process of permitting accumulation of capital funds 
through savings and reinvestment did not appeal to people 
whose whole heritage emphasized land and its products as the 
surest way to wealth. Foreign capital, as Alberdi and others 
argued, must be protected and must be given privileges. 
Owners of that capital received protection; but, aware that 
political instability greatly increases risks, those capitalists 
and promoters entered Latin America on highly profitable 
terms. Privileges granted by conniving officials often resulted 
in large gains to concessionaires who felt no obligation to 
contribute to the nation’s permanent welfare and whose busi- 
ness ethics rose little above the law of the jungle. 





1 Arthur P. Whitaker, ed., Inter-American Affairs, 1941 (Columbia 
University Press, 1942), 6. 

2See Wendell C. Gordon, The Economy of Latin America (Columbia 
University Press, 1950), 10-12. 
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The momentum of the industrial revolution in the United 
States, combined with the completion of its continental “mani- 
fest destiny,” provided a surplus of venture capital that sought 
profitable employment abroad. What had been a trickle be- 
fore 1860 became a swelling stream after 1880, though still 
asmall one. American capitalists with surplus funds to invest 
and with the daring necessary for foreign ventures, entered 
the Latin American field to compete more strenuously with 
Europeans. That daring was necessary, even to the point of 
recklessness, is amply demonstrated by the Cerro de Pasco 
development in which some $25,000,000 was invested “before 
a pound of copper passed through the Oroya smelter. . .”® 
That rewards, both to the investors and to the nation, were 
great in some cases is again demonstrated by the Cerro de 
Pasco enterprise. As Professor Rippy has ably shown in 
Latin America and the Industrial Age (New York, 1944). 
Americans were prominent in developing transportation and 
communications systems, and invested in a variety of enter- 
prises other than utilities. But profits were by no means 
uniformly high and losses were frequent. 

The great turning point in the world-power position of the 
United States in 1898 was followed at once by relatively 
heavy investment in the Caribbean, Central America, and 
Mexico. That investment, that growth in economic interest, 
occurred simultaneously with the early maturity of the 
Caribbean, or Panama, policy in which strategic demands 
played such a dominant role. Economic interest and strategic 
requirements led the United States into a series of economic 
and political interventions at the time when Luis M. Drago 
was formulating his doctrine against the use of force in settling 
economic claims. Economic underdevelopment in nearby areas 
invited investment and exploitation; chronic political in- 





3 Simon G. Hanson, Economic Development in Latin America (Wash- 
ington, 1951), 232. 

4 For a concise summary, see Hanson, op. cit., 585-86. The experiences 
of British investors have been related by J. Fred Rippy in “British 
Investments in Latin America, End of Year 1900,” Inter-American 
Economic Affairs, IV (Winter 1950), No. 3, pp. 16-26, and other articles. 
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stability invited, or at least could not prevent, intervention 
to protect the economic interest. Here we are dealing with 
that oft-maligned and widely misunderstood policy of “dollar 
diplomacy,” which Professor Whitaker considers at greater 
length elsewhere in this issue. 

Latin American governments and foreign investors alike 
have had unhappy experiences with portfolio and direct in- 
vestments. The names Goldschmidt, Jecker, and Hartmont, 
whose bond flotations are symbolic of malodorous financing, 
will suffice to illustrate one sort of large-scale thievery in the 
nineteenth century. Buyers of Latin American bonds, placing 
an unwarranted trust in the banking fraternity, have seen 
their investments reduced by default—although actual losses 
have been far less than commonly believed. The orgy of pri- 
vate lending that characterized the 1920’s ended an era of 
frenzied finance; but the days of uncontrolled concessions 
and easy loans already were drawing to a close. A new cur- 
rent was running strong in Latin America, a current made up 
of many factors that have been given the rather elusive name 
of economic nationalism. Just as our own neutrality legisla- 
tion in the 1930’s was designed to keep us out of war in 1917, 
so also has economic nationalism in Latin America, at least 
in part, been directed against practices no longer prevalent. 


III 


Except for a few isolated instances, Latin Americans in the 
nineteenth century failed to evolve an economic philosophy. 
Their political philosophy was largely a modified eighteenth- 
century liberalism, and that philosophy was well suited to the 
interests of the large landowner. There was no well-articu- 
lated economic philosophy that could serve as a guide for the 
formation of economic foreign policy, partly because national 
economies failed to be truly national: they served small seg- 
ments of the population well, while interests of the masses of 
people were largely ignored. As the impact of the industrial 
revolution became more widely and more intensely felt in 
various Latin American countries, voices of protest were 
heard. The idealists represented a reaction from the positivist 
welcome of foreign capital, they produced great literature by 
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denouncing foreign Calibans; but theirs was largely a nega- 
tive approach that gratified sufferers from an inferiority com- 
plex. The continuing Revolution in Mexico and Aprismo in 
Peru have not yet produced their great economic philosopher. 
Whatever may be the components of these politico-economic 
movements, they are facts that economic diplomacy has been 
unable to ignore. The search for valid theories upon which to 
base national attion toward foreign capital and to justify an 
expanded economic role for government, has led to such eclectic 
“systems” as the New State in Brazil, Solidarist Democracy 
in Paraguay, and Peronismo (whatever that may be other 
than Fascism) in Argentina. Only an optimist can expect, 
in areas so diversified as Latin America, the early evolution 
of a workable economic philosophy. Perhaps the nearest 
approach to it at present is economic nationalism, but that is a 
convenient phase covering actions rather than a system of 
thought embracing principles. 

The course of economic nationalism has followed essen- 
tially similar patterns in every Latin American country where 
it has made considerable headway. There was the period of 
anti-foreign agitation as nationals jealously observed profits 
and dividends flowing abroad and saw important segments 
of their national economies under foreign control. (The fact 
that foreign investment and foreign initiative had created 
those segments was conveniently forgotten.) This period of 
agitation fell roughly in the 1920’s in Chile, Argentina, and 
Brazil, although in Mexico anti-foreign sentiment was promi- 
nent after 1910. The world-wide depression of the late 1920’s 
and early 1930’s ushered in the second stage, that of nation- 
alization, and produced the principal impetus for the third 
stage—industrialization under government sponsorship and 
the formation of development companies. In the late 1940’s 
there was a slight liberalization, in some countries, of former- 
ly harsh restrictions that invited foreign capital investment 
under milder limitations and accepted, even sought, the assist- 
ance of other governments. 


The economic diplomacy of the United States has been 
modified greatly by the rise of economic nationalism in Latin 
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America. The change was dictated by a combination of self- 
ish interests, economic and strategic. Renunciation of inter- 
vention in the 1930’s went far to remove real and fancied, 
justified and unjustified, fears in Latin America; the Export- 
Import Bank loans, substituting for private finance, together 
with the host of war agencies, created a new type of relation- 
ship. But the realization that government resources alone are 
not sufficient to meet Latin American capital needs resulted 
in the bold new program of Point Four. The foundations for 
this new departure were prepared by the New Deal, as Profes- 
sor Gordon shows in his paper. In applying Point Four to 
Latin America, the United States government completes the 
process of substituting the role of benevolent promoter for 
that of over-zealous policeman. This new role gives rise to a 
new phase of dollar diplomacy, or, as we prefer to call it, 
economic diplomacy, which contrasts sharply with the older 
dollar diplomacy that Professor Whitaker discusses. 


As this new phase of economic diplomacy progresses, em- 
phasis must be placed upon surveys of natural resources, 
market potentials, labor supply, financial structure, tax sys- 
tems, and many other factors that touch the periphery of an 
ever-widening circle, before recommendations are made for 
allocation of funds and expert guidance. These surveys, rec- 
ommendations, and allocations may well be influenced by 
political as well as by economic considerations. The lender 
must scrutinize the borrower’s objectives and estimate the 
possibility of success in any given enterprise; political con- 
siderations, unfortunately, can be expected to determine final 
decisions in many doubtful cases, just as they have influenced 
Export-Import Bank loans. Proponents of Point Four, of 
course, have emphasized the role of private capital; but when 
private investors prefer to avoid Latin American uncertain- 
ties, funds must come from some other source if the program 
is to continue. 


Strategic considerations may also exercise influence and 
cause actions that may be unpalatable. Yugoslavia and Spain 
are not likely to become anything other than totalitarian na- 
tions engaged in practices abhorrent to democratic peoples. 
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Yet the policy maker would be open to valid criticism for deny- 
ing to such countries the economic assistance necessary to 
strengthen their regimes against the Russian threat. In spite 
of President Trujillo’s interesting address on “The Evolution 
of Democracy in Santo Domingo,” delivered October 2, 1950, 
before a Pan American gathering, there seems to be some rea- 
son for wondering what sort of “democracy” he has cham- 
pioned since 1930. Similar questions could be asked of a few 
others who wear presidential sashes. However, proceeding 
on the hypothesis that hemispheric unity demands a great 
measure of forbearance and is worth the cost, dictators like 
Perén and Trujillo can hardly be treated as outcasts. 


IV 

The United States is engaged in a deadly serious game and 
the stakes are so high that we cannot afford the luxury of 
errors. As the acknowledged leader of a somewhat reluc- 
tantly cooperating team, we have accepted the challenge of 
Communism and we have elected to fight with every means at 
our command. The present struggle, viewed historically as 
it must be, is but a stage in the blundering process of cul- 
tural progress. We may not be certain of all the implications 
of that struggle; but no one can accuse us of not being aware 
that civilization is passing through, or approaching, another 
crisis in the seemingly never-ending series of crises in the 
evolution of societies. We have, by various political and 
economic measures since World War II, attempted to rally the 
New World and selected European “democracies” in opposi- 
tion to the Communist brand of totalitarianism. The align- 
ment, of course, goes back farther than 1945; but since that 
fateful year we have embarked upon a series of actions that 
embrace the Marshall Plan, the Truman Doctrine, and Point 
Four. In all of these actions, and in many not so easily 
identified, economic diplomacy has played a predominant role. 
The economic resources of the country have been thrown into 
the game; the policy makers have used those resources with 
unparalleled prodigality in their conduct of diplomacy. 

Imperialism, the Open Door, Dollar Diplomacy, and the 
Good Neighbor have all been used to describe economic diplo- 
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macy in the past. Each term has its peculiar connotations 
and each has been imperfectly understood. While historians 
are still struggling to catch up with the past, they are con- 
fronted by a new term and a new plan. Applied to Latin 
America, the area we are particularly concerned with in this 
symposium, Point Four raises far more questions than we 
can hope to answer. The increasing volume of studies on 
Latin American economics, and our own economic relations 
with that area, testify to the magnitude of the task. Related 
to the anti-Communist struggle, Point Four may be regarded 
as a program designed to promote economic development, cul- 
tural progress, and political stability in underdeveloped areas 
in order to create conditions in which Communism cannot 
thrive. The twin goals of economic growth and political 
stability are by no means new. If the present program is 
implemented, and if it succeeds in Latin America, the bene- 
fits may make the heavy costs seem a low price indeed. 


But a word of caution, elaborated in Professor Rippy’s 
article, is in order. Unable to obtain valid guarantees against 
expropriation, discriminatory tax laws, interference with 
management, and the subtle processes of legal attrition, pri- 
vate capital cannot be expected to fall in line enthusiastically 
to support the International Development Board’s recent rec- 
ommendations. Underdeveloped countries have a way of 
desiring to garner manna from the American taxpayer with- 
out surrendering any control over expenditure of those funds. 
These facts pose a problem for economic diplomacy, and the 
problem demands a realistic approach that will eliminate any 
give-away missionary spirit that may exist in Point Four. 
The major impetus for improving living standards abroad 
will have to come from the nations themselves. They, not we, 
are the ones who must bear the principal burden in any bold 
new programs. Then, if they desire the financial and tech- 
nological assistance available in the industrialized nations, ade- 
quate guarantees against unfair treatment should be provided. 
Such an approach is too slow for the “it’s-later-than-you- 
think” school of international uplifters, but it may be the 
sound one. 
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7 By Stitheas P Whitaker * 


I come to praise Dollar Diplomacy, not to bury it. This 
city of Cincinnati, the home of William Howard Taft, is, 
therefore, a fitting place for what I have to say. While my 
intention to praise is sincere and does not betoken the routine 
courtesy of guest to host, it must be qualified. The thesis 
of what follows is that present-day policy, including President 
Truman’s esteemed Point 4, comes down by direct descent 
through the Good Neighbor Policy from the Dollar Diplo- 
macy of forty years ago. 

A different view of the genealogical problem in question 
has just been presented by Herbert Feis in his book of Albert 
Shaw Lectures called The Diplomacy of the Dollar, with the 
subtitle, First Era: 1919-1932. I have derived much pleasure 
from reading Mr. Feis’s learned and ingenious book, and I 
hope he will not think I have not derived profit from it as 
well; but the thesis by which he explains its title is one to 
which I could not subscribe. He pictures Dollar Diplomacy 
as something bad that we did to Central and South America 
in 1908-12, and continues: 

“. . .But the association between the American dollar 

and American diplomacy is now of another nature. It 

is time, therefore to dissolve the old verbal liaison in 

favor of a new one—‘the diplomacy of the dollar.’ I 

offer the name as meaning the way in which we use our 

power to make gifts or loans to serve our ends in our 
dealings with other peoples.” 





* Mr. Whitaker is Professor of History in the University of Pennsyl- 
vania. 
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To my mind, the passage just quoted creates much too 
sharp an antithesis between these two phases of the diplo- 
macy-cum-dollar process; the liaison between them is not 
merely verbal but vital. Dollar Diplomacy, which began 
before 1908, continued unadulterated and simon-pure long 
after 1912. Moreover, its happy hunting ground included 
not only Latin America, but China as well. Indeed, one of 
the most instructive exercises for the student of its history 
is to compare its development in these two major areas of 
its operation. One or two such comparisons will be suggested 
in what follows. 

But what is dollar diplomacy? The answer that Rippy 
gives to this question in his excellent account of the Latin 
American phase of it is as satisfactory as any I have seen. 
“Dollar diplomacy,” he says, ‘has been defined as the employ- 
ment of the influence of the government in order to protect 
and promote the investments of citizens of the United States 
abroad. It was that, but it was often more than that. 
at times it was characterized by at least a three-fold purpose: 
financial advantage, strategy, and benevolence. William 
Howard Taft and Philander C. Knox repeatedly emphasized 
this triple objective.” To this I shall only add that guidance 
often accompanied or followed promotion, and protection 
followed both. 

Dollar Diplomacy denotes a new and more intense phase 
of the support which the American government had always 
given the foreign business enterprise of its citizens from the 
beginning of the Republic.The new phase opened in the first 
few years of the present century as a result of the meeting 
of two waves of expanding economic and military power— 
one, which had begun in Europe a half century earlier, and 
another, which had risen in the United States itself in the 
past decade. 

In meeting this situation in America, Roosevelt and Root 
chose an alternative which illustrates the profound influence 
exerted upon United States foreign policy in the present 
century by its relations with its new satellite states in the 
Caribbean, Cuba and Panama. This alternative, which Bemis 
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calls “protective imperialism,” consisted mainly of the twin 
policies of intervention and Dollar Diplomacy. Both policies 
were rooted in the Platt Amendment provisions of the per- 
manent treaty of 1903 with Cuba, and in similar provisions 
of the contemporaneous treaty with Panama; and both were 
then extended by unilateral fiat to other areas—intervention, 
to Latin America at large; Dollar Diplomacy, to China as 
well as Latin America. In China, where circumstances ruled 
out armed intervention as a settled policy, Dollar Diplomacy 
had to carry the burden. It was here that this policy re- 
ceived its most explicit formulation and approximated most 
closely to that multilateral character which has become one 
of its leading features in recent years, though it still remains 
predominantly unilateral. 

Witness the China Consortium under Taft and Knox. Ac- 
cording to one of Knox’s chief advisers at that time, F. M. 
Huntington Wilson, this move was designed to give reality 
to the hitherto ineffectual Open Door policy by sharing with 
other great powers in a development program for China, and 
by using American loans “for the development of a strong 
China that could defend itself.” Since prevailing ideas in 
the United States about the relation of government to business 
made it impossible to employ public funds for this purpose, 
the State Department took the only course open to it and 
enlisted the support of a group of American bankers headed 
by J. P. Morgan & Company. 


Promotion and guidance immediately raised the question 
of protection, which the bankers insisted upon so urgently 
that the irritated Knox asked them, “Do you expect to have 
a battleship attached to every bond?” Nevertheless, he con- 
ceded the point in the spirit of President Taft’s message to 
Congress in 1909, which promised “all proper support to 
legitimate and beneficial American enterprises in foreign 
countries, the degree of such support being measured by the 
national advantages to be expected.” Other factors to be 
considered, Taft went on, would include questions about the 
character of the foreign government concerned, such as, is 
it true to the principles of moderation and justice? 
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The basic principles of this policy, were applied by the 
of prosperity in the hope of giving them a taste for peace.” 
Taft administration elsewhere, notably in Central America, 
where, says Huntington Wilson, “it was sought to ‘substitute 
dollars for bullets,’ to give those turbulent nations a taste 
At times, however, Taft and Knox seemed to be seeking 
rather to substitute battleships for bullets; at any rate, 
“battleship diplomacy” was one of the most successful phases 
of their Dollar Diplomacy in South America. Here, we 
gather, a bond was attached to every battleship. 


The epithet Dollar Diplomacy was affixed by critics as a 
stigma, but champions of the policy, conscious of their recti- 
tude and doubtless thinking in terms of what is now called 
“the diplomacy of the dollar,” gladly accepted the epithet 
and made it their blazon. That was a mistake. To many 
Americans, Dollar Diplomacy in this context meant Wall 
Street diplomacy, and Wall Street was in very bad odor at 
that time, particularly with the dominant elements in the 
new administration brought to power by the election of 1912. 


Woodrow Wilson’s eight years in the White House began 
with the death of Dollar Diplomacy and ended with its res- 
urrection in full panoply. He came into office promising 
what in more modern parlance would be called a new deal; 
but in his case the promise meant a new deal not only in 
domestic but also in foreign policy. In the latter realm, the 
chief undertaking was promptly, not to say hastily, carried 
out; but hardly five years had passed when the dragon was 
brought back to life and reinvigorated under the ministra- 
tions of Wilson himself and with the aid of the very same 
Wall Street firms, including J. P. Morgan and Company, that 
had provided the sinews of its first incarnation. 

When the dragon was temporarily slain in 1913, his death 
raised an embarrassing question: what, if anything, was to 
be done to fill the vacuum created by the abandonment of the 
previous administration’s positive policy? Wilson’s famous 
Mobile Address of 1913 hinted at an answer. The hint was 
that the State Department would aid in meeting Latin Amer- 
ican financial and economic needs; but in fact such aid was 
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never forthcoming in any practical way. Secretary of State 
Bryan did come forward that same year with a practical, 
if impracticable, proposal: to refund the foreign debts of 
needy Latin American governments by a United States loan 
at a lower rate of interest. This, declared Bryan, would not 
only aid in the development of those countries, but would also 
give the United States “such an increased influence. 

that we could prevent revolutions, promote education, and 
advance stable and just government.” As Bemis comments, 
“Bryan’s plan is the formula of the newer dollar diplomacy 
of our day.” But Wilson would have none of it, and in effect 
the United States reverted to a piecemeal application of 
Dollar Diplomacy in Latin America, which the New York 
Times, as quoted by Bailey, called Ten-Cent Diplomacy. 
Moreover, all the while Wilson accorded substantially the 
same measure of diplomatic protection as his predecessors 
to American property rights abroad; and his intervention 
record is notorious. By 1919 his revival of Dollar Diplomacy 
was complete. 

This was one aspect of Wilson’s foreign policy in which 
the Republican Restoration of 1921 made no change. Rather, 
it intensified action as the increasing stream of the United 
States’ foreign investments grew to a torrent in the early 
and middle 1920s. The few changes that occurred in the 
eight Harding and Coolidge years were all in matters of de- 
tail and procedure. 


Perhaps the most important change was the formalization 
of the State Department’s role in one part of this broad field 
by its establishment in March 1922 of a watch over foreign 
loan offerings made to the American public, a subject which 
is discussed freshly and acutely in Mr. Feis’ recent book. 
The arrangement was a curious one. On the one hand, the 
Department sought to channel investments towards pacific 
and productive uses by imposing a negative upon certain 
types of loans, such as those designed to meet budget deficits, 
and those for armaments and foreign monopolies. On the 
other hand, the Department stated not only that it would 
“not pass upon the merits of foreign loans as business trans- 
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actions,” but also that it would not “assume any responsibility 
whatever in connection with loan transactions.” 


Its opposition to loans for armaments did not, however, 
prevent it from protecting the shipment of arms from the 
United States to Latin America. Protection of this activity, 
and thereby of arms production in the United States, was one 
of the reasons for the United States’ rejection of the Geneva 
Arms Traffic Convention of 1922. Under an act of Congress 
of 1920, naval missions were sent to several Latin American 
countries, beginning with Brazil in 1922; and the game of 
“battleship diplomacy” already in progress increased in tempo. 
The ground was thus prepared for the subsequent use of the 
“new Dollar Diplomacy” of the late 1930s in financing Hemi- 
sphere defense against the Nazi-Fascist menace. 

Any such development was still impossible in the 1920s 
because of the inhibition against direct government aid, by 
loans or otherwise, even for security and still more for any 
lesser purpose. The exception of the War Loans to European 
countries in 1917-18 was not extended to Latin America, and 
the sad experience with these loans in the 1920s discouraged 
any extension of the practice anywhere. Rather, it rein- 
forced the sage old rule of hand-off for the government in 
foreign financial dealings, for other governments were prone 
to forget that they had “hired the money.” There was one 
chink in this wall of inhibition: the United States govern- 
ment had assumed a measure of financial responsibility for 
private financial arrangements with some of the lesser Car- 
ibbean states, such as the Dominican Republic and Cuba. 
Yet, though the chink was small, it was large enough to 
admit some far-reaching consequences when the shock of 
the Great Depression had changed ideas at home about the 
role of government. 


Without dollars there can be no Dollar Diplomacy, and by 
1929 the dollars had vanished, not to appear again for many 
a year, except for a brief, illusory moment in 1930. Even 
when private dollars became available once more, they were 
not made available to Latin America, for after they stopped 
flowing south in 1929, Latin American payments on existing 
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loans stopped flowing north. Once-bitten investors were 
twice shy. 

The long pause that followed 1929 gave the American gov- 
ernment and people an opportunity to review and appraise 
the record of Dollar diplomacy, and few if any among them 
liked what they saw. Exposés of malpractice ranging from 
corruption to criminal carelessness attracted most attention. 
The 1920’s equivalent of the mink coat turned up more than 
once. The State Department’s general disclaimer of respon- 
sibility had been entered from the beginning of its watch- 
without-ward role in 1922; but its proposition that there 
could be power without responsibility was recognized in time 
of trouble for the fallacy it had always been. 

Consequently, the mounting mood of the Hoover-Stimson 
years combined with the disappearance of dollars to sound 
the knell of Dollar Diplomacy as it had operated in the past 
two decades. But again, as in 1913, the question arose: how 
was the vacuum to be filled? Hoover and Stimson gave no 
answer to that question. In the political sphere they did 
make some commendable changes in Latin American policy, 
mainly in the direction of liquidating intervention, which pre- 
pared the way for the Good Neighbor policy. Once again 
the influence of China was felt in the Latin American field, 
for as Stimson, struggling to check Japanese aggression in 
Manchuria, wrote in 1932, “If we landed a single soldier 
among those South Americans now. . . it would put me 
absolutely in the wrong in China, where Japan has done all 
this monstrous work under the guise of protecting her 
nationals with a landing force.” 


In the economic field, however, no constructive measure 
of any importance in Latin American relations was adopted. 
This may have been partly because Hoover and Stimson were 
at variance on foreign economic policy, and partly because 
Stimson, the chief initiator of Latin American policy, felt 
that this aspect of it was not his province. Both explana- 
tions are suggested by Stimson’s memoirs, where we learn 
that he “shuddered” at Hoover’s 1928 campaign promise of 
tariff revision, which led after much wrangling to the dis- 
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astrous Smoot-Hawley Act, but that Stimson “kept out of it” 
because, to his “great relief,” the tariff “did not fall within 
the jurisdiction of the State Department.” 


Thus the vacuum created by the disappearance of dollars 
and the suspended animation of dollar diplomacy still existed 
when Hoover and Stimson gave way to Franklin Roosevelt 
and Cordell Hull. The new administration, preoccupied with 
the domestic crisis, at first did no more than Hoover and 
Stimson had done to fill the vacuum. Hull, whose chief re- 
sponsibility it was, did not share the New Deal ideology 
which, if applied to this problem, might have suggested to 
him how to fill it. His Trade Agreements program did not 
provide the answer. This finally came through the practical 
solution of a problem for which the United States had a 
special responsibility: Cuba and the heritage of the Platt 
Amendment (abrogated in 1934). To deal with the economic 
aspect of this problem the Second Export-Import Bank was 
set up in 1935. 

From this small beginning the ideas we now associate with 
the terms New Deal and welfare state gradually permeated 
our attitude towards Latin America and combined with war- 
time needs to produce the economic phase of the full-flown 
Good Neighbor Policy. From Latin America it has now been 
verbally extended to all the backward countries of the world 
under the Point 4 label. Point 4 is the new Dollar Diplomacy 
at its best. 

In methodology, the new policy differs widely from that 
of the old Dollar Diplomacy ; but its objectives can be summed 
up in the triad of motives ascribed to the Dollar Diplomacy 
of forty years ago; financial advantage, strategy, and benev- 
olence. Moreover, the new policy is still carried out largely 
by unilateral action. Perhaps most important of all, while 
government funds are being used on a large scale, private 
capital is still expected to do most of the work; President 
Truman and his lieutenants have made this clear again and 
again in their exegesis of Point 4. If the new dollar diplo- 
macy differs greatly from the old, it must be mainly in its 
fruits. We hope these will be better. 





eae: Riciprocal aul fo P oint 4 


By Wendell c Gordon * 


This paper is-concerned primarily with the evolution of 
United States policy toward foreign trade and investment 
during the last twenty years—and with the theoretical im- 
plications of such policy for the balance of trade. The paper 
is not particularly factual and has little to say about minor 
changes in the legislation and policies affecting foreign trade. 
On the contrary it is intended to deal with a very few simple 
but fundamental relationships which exist in the international 
economic field. 

As of 1930 an era was coming to an end during which the 
United States had financed an export trade balance by exten- 
sive foreign investments. Between 1914 and 1930 the United 
States passed from being a net debtor to the extent of 
$2,500,000,000 to being a net creditor to the extent of $10,- 
500,000,000 (a figure which did not include the war debts). 
The rationale behind those investments during the years of 
World War I was probably to be found both in the desire on 
the part of the United States to be of assistance to France and 
England against Germany and also in the fact that the interest 
rate the British and French were willing to pay was attrac- 
tive to J. P. Morgan and his clients. During the 1920’s the 
motivating force was again probably to be found in part in 
the high interest rates which the foreigners were willing to 
pay. For example in 1925 the weighted average yield on new 
foreign bonds was 6.51%, and the average yield on sixty high 
grade domestic bonds was 4.72%. In the case of the direct 
investments another type of motive was to be found in the 


* Mr. Gordon is Associate Professor of Economics in the University 
of Texas. 
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desire of certain United States companies to control establish- 
ments abroad, desire to get inside of another country‘s tariff 
wall being a possible reason for the latter type of action. 

It is probably true that during the 1920’s little thought was 
given to whether the foreign development, which the invest- 
ments were financing, was or was not desirable from the view- 
point of the United States. However such contradictory opin- 
ions as the following were occasionally expressed: (1) foreign 
development is undesirable because it raises up competition 
against United States companies; or (2) foreign development 
is desirable because it results in greater productivity abroad 
and in higher foreign income, conditions which would have 
the ultimate effect of benefiting the United States by increas- 
ing the demand for United States exports. Speaking of the 
people of the United States as a group, it is difficult to say 
which is stronger: our psychosis for keeping imports out or 
our psychosis for promoting exports. In either case the re- 
sulting policy is irrational because of the necessary relation- 
ship between exports and imports, which is to the effect that, 
but for the temporary effect of loans and gifts, they must 
equal each other. 

To return to 1930, however, foreigners were beginning to 
default on their portfolio debt obligations, and governments 
were beginning to establish barriers against the international 
transfer of funds and thus were preventing direct investors 
from transferring profits home. German action along those 
lines, for example, was most detrimental to the interests of 
United States investors following 1932. 

Meanwhile and even earlier the United States was taking 
measures which had the effect of making the situation worse. 
The Hawley-Smoot tariff of 1930 raised United States tariffs 
to an all time high. That action had the initial tendency to 
discourage imports and make it more difficult for the foreign- 
ers to obtain the dollars with which to pay their obligations. 
This is not to say that the existence of a tariff makes debt 
payment impossible; but it is to say that the imposition of a 
new tariff makes payment involve greater sacrifice to the 
debtor. This is true in part because of the well-confirmed 
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tendency of a tariff to change the terms of trade against the 
country from which imports are coming—e.g., against the 
European countries owing the United States during the period 
following the enactment of the Hawley-Smoot law. 


The justification behind the Hawley-Smoot tariff was per- 
haps found in the desire to fight the incipient depression in 
this country by protecting the domestic market to the benefit 
of domestic producers. The legislation was politically feasible 
at that time because of the relative strength and influence of 
producer lobbies and because Congress (for some reason or 
other) was willing to operate on the assumption that the way 
to fight a depression is by doing something for American pro- 
ducers to the detriment of (1) United States consumers, (2) 
United States exporters, and (3) foreign exporters. (One is 
tempted to say that this is a frame of mind that Congress 
has been in during most of the history of the country.) 


But about 1934 there was a significant change in United 
States policy. (I will abstain from speculating as to why.) 
The Reciprocal Trade Agreements Act provided a procedure 
for lowering tariffs and subsequently many United States 
tariff rates were lowered. In fact in the period from 1934 
to date, at a rough estimate, United States tariffs have been 
lowered to about two-thirds of their formerly very high level. 


The facilitation of imports, which was involved, would tend 
to give some encouragement to imports relative to exports; 
and this, in turn, would make it easier for foreigners to acquire 
dollars. Consequently the feasibility of repayment became 
somewhat greater relative to the likelihood of default. 


Of course it is true that as a long run general principle, as 
was implied earlier, the state of the trade balance, and not 
the height of trade barriers, carries a necessary relationship 
to the international lending process. The state of the trade 
balance is a function of the ability to finance exports and 
imports. An export balance may be financed by foreign lend- 
ing (and if one is going to be thoroughly comprehensive and 
include goods, services, and gold as things of value and speak 
of the possibility of having an export balance of them, it is 
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absolutely true that either lending or gifts is required to 
finance the export balance). 

Trade barriers function to affect the terms on which trade 
occurs—whether one country gets more or less for its money. 
These are extremely important considerations which are re- 
lated to whether there is any real gain to the world as a whole 
as a result of the existence of trade. But they are indirectly, 
if at all, related to the possibility of maintaining an export 
balance, when the latter is expressed in money terms. Never- 
theless the imposition of new trade barriers may be of tremen- 
dous short run importance in determining the likelihood of 
payment or repayment in a particular situation. 

The Smoot-Hawley tariff had made foreign purchases less 
attractive to Americans. This tended to make fewer dollars 
available to foreigners. In this situation foreigners could still 
choose whether to use what dollars they had for debt service 
to Americans or for buying goods in the United States. What 
they would actually do with their dollars in a given case would 
depend on the identity of the individual foreigners who hap- 
pened to have the dollars, on general government policy with 
regard to repayments, and on how big a premium the debtors 
would pay for dollars before they would prefer to default 
rather than pay. 

An individual foreigner who possessed dollars, possibly as 
a result of goods shipments to this country, might prefer to 
use them to purchase imports; he might prefer to keep them 
and speculate on the New York Stock Exchange with them; 
he might sell them at a premium to a Jewish refugee trying 
to flee from Germany to the United States; he might sell 
them to an importer in his country; or he might sell them 
to a debtor who was obligated to make a payment to a creditor 
in the United States. How much the latter would pay for the 
dollars would depend in large part on the backing he could 
get from his government to protect him from lawsuit in the 
event of default. Or if the debtor were the government itself, 
it would even more obviously be influenced by considerations 
of what it could get away with. And debtors generally as- 
sumed during the 1930’s that they could get away with de- 
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fault on obligations owed to any country with which they had 
an important trade balance. Thus Germany, which had an 
import trade balance in its trade with the United States, could 
say to itself (or Hjalmar Schacht could say to himself) that 
the United States cannot exert any effective pressure against 
us if we default—on the contrary we can say to them (at least 
if they are Americans) if you would only buy more of our 
goods we could pay. The fault lies in scanty United States 
purchases of German goods. And, whether true or not, the 
argument had a plausible sound—and in any event the Ger- 
mans were in position to give it effective meaning. 


In this setting the function of the Reciprocal Trade Act was 
to make foreign purchases more attractive to Americans and 
to make more dollars available to foreigners. Then the price 
that foreign debtors would have to pay for dollars could be 
expected to fall (other things being equal), and they would 
be somewhat more likely to choose the alternative of paying. 
Thus, to the extent that the Reciprocal Trade Agreements 
program had an effect on debt payment, it made such repay- 
ment more likely. 

But in actual fact, as is notorious the late 1930’s continued 
to be a period of wholesale default. The foreigner, who ob- 
tained more dollars as a result of increased United States 
imports (and a less favorable United States balance of trade) 
consequent on the Reciprocal Trade Agreement program, could 
do one of several things . The debts could be paid; (they were 
not during the late 30’s) ; foreigners could buy more goods in 
the United States than they did before; (they did this only 
to a limited extent following 1934) ; on the contrary foreigners 
left the dollars in this country. That meant that the import 
increase which was initiated by the Reciprocal Trade Agree- 
ments program was financed by foreign lending to this coun- 
try, a strange thing to have happen at a time when foreign 
default was widespread. How was this possible? Is this 
really what happened in the late 1930’s? And strangely 
enough that seems to be true. Foreigners remained in default 
on their long term borrowing from the United States, and 
at the same time they very substantially increased their short 
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term balances in United States banks and speculated briskly 
in stocks on the New York Stock Exchange. Short term 
foreign liabilities of United States banks rose from a figure 
of about $400,000,000 at the end of 1933 to a figure of over 
$3,000,000,000 at the end of 1939. 

So much for the rather unsatisfactory status of interna- 
tional lending in the 1930’s. By and large there was whole- 
sale default on lending which had originally occurred because 
of many individual decisions (which may have represented 
misjudgments) as to profitability. As of the middle 1930’s 
the Reciprocal Trade Agreements Act represented a very minor 
influence facilitating repayment in a world characterized as a 
whole by stringent government controls which in general were 
especially intended not to facilitate debt repayment. The 
governments of debtor countries viewed foreign creditors with 
a jaundiced eye and were reluctant to make what foreign funds 
they possessed available for debt repayment. 

In this setting the United States government decided to 
engage in foreign lending directly. The combination of 
motives, largely resulting from the German menace, which 
influenced this development between 1935 and 1945 included 
(1) a desire to obtain an assured source of raw materials in 
Latin America—especially of raw materials formerly obtained 
from the Far East and (2) a desire to assure the support of 
people in underdeveloped areas against the Axis powers. It 
was probably the latter motive that originally induced the 
United States to commit itself to assistance of the financing 
of industrial development in Latin America. In addition, it 
may be said, parenthetically, that pressure from individual 
disappointed American creditors influenced the resumption of 
debt payment as a corollary of the program, although the 
United States government maintains that it meticulously ab- 
stained from making repayment of earlier loans a quid pro quo 
for the new Export-Import Bank loans. 

Out of these humble beginnings has come a program, which 
both the United States government and the United Nations 
energetically sponsor: to aid industrial development in back- 
ward countries. 
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We have come to call a program which involves aiding un- 
derdeveloped countries to expand manufacturing a “Point 
Four” program. The choice of the term is not particularly 
happy. The United States, through the Export-Import Bank, 
has been assisting economic development in countries such 
as those of Latin America, since the late 1930’s. The Inter- 
national Bank for Reconstruction and Development, provided 
for at Bretton Woods in 1944, was intended to aid such 
economic development also. And it was 1949 before the name 
“Point Four” was applied to such a program as a result of a 
speech of President Truman in which he advocated such assist- 
ance as the fourth point in a program he was endorsing. He 
said: “I believe that we should make available to peace-loving 
peoples the benefits of our store of technical knowledge in 
order to help them realize their aspirations for a better life. 
And, in cooperation with other nations, we should foster 
capital investment in areas needing development.” 


In the past the motives which have occasioned development 
aid have varied: 


(1) As was mentioned above, the Export-Import Bank, 
during the years of World War II, gave such aid to stimulate 
the production of things which the United States needed in 
the war effort and to woo Allies against Germany. And there 
may also have been other reasons, such as the salvaging of 
old loans, which the new loans made possible. 


(2) The International Bank on the other hand has been 
supposed to loan to aid development as its basic activity since 
its inception, if the development is economically justifiable 
and if the funds cannot be obtained on reasonable terms 
through private channels. 


(3) The present Point Four program is stimulated by the 
desire, undoubtedly, to obtain Allies against Russia. But it 
also involves appreciation on the part of some of the respon- 
sible advocates of the idea that a higher standard of living 
for backward countries may well result in a higher standard 
of living for the United States itself and will certainly make 
the world a healthier place in which to live. 
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What is the relationship between assistance to under- 
developed countries and balance of trade considerations of 
the sort discussed earlier in this paper? 


Technical assistance may take the form of a gift. If the 
United States provides technicians to work in foreign coun- 
tries, and if the United States government pays them, no 
problem of payment by the foreign country in the United 
States (similar to the problem of debt repayment) need ever 
exist. The assistance, in that case, is the equivalent of a 
gift and poses far fewer problems than would be the case if 
the assistance took the form of a loan—the question being 
how much such technical assistance are we willing and able 
to give. ; 


More important, in terms of the problems raised, is the 
situation which will result when the technical assistance is 
financed by loans by the United States to the country in which 
the development is to occur, loans of course being things in 
connection with which repayment is expected. 


The initial lending connected with the technical assistance 
program will finance an increase of exports from the United 
States. The lending will solve the financing problem in con- 
nection with the goods shipments which are part of the pro- 
gram of assistance to development. This stage of the opera- 
tion poses no balance of trade problems, there being a direct 
relationship between the arrangement of the lending and the 
goods shipments. And it is not necessary to provide in the 
loan contract that the funds have to be spent in the United 
States for this result to come about. 


Of the gross foreign aid of all sorts extended by the United 
States which totals now $30,000,000,000, 2/3 has been grants 
and $10,000,000,00 has been loans. And largely as a result of 
these recent developments the United States government is 
now a net long term creditor for over $13,000,000,000. Mean- 
time United States private long term foreign investment is an 
additional $19,000,000,000 making a gross total of some $32,- 
000,000,000 (and a net total of $15,000,000,000—after foreign 
lending to this country is taken into account). 





28 INTER-AMERICAN ECONOMIC AFFAIRS 


To the extent that development is financed by lending (as 
it has been, then, to a considerable extent), there will later 
be a repayment problem. 

Such repayment will be facilitated if trade barriers are 
falling rather than rising during the period repayment is 
being effected. Of course repayment, since it is a monetary 
transfer which must correlate with a goods flow—if there is 
to be any net monetary transfer—can be effected if imports 
are appropriately larger than exports, regardless of the height 
of trade barriers. As was commented earlier, one cannot 
say that high trade barriers make repayment impossible. But 
one can say that rising barriers make for increasing reluctance 
on the part of people in the creditor country to buy in the 
debtor country. Repayment is facilitated by falling trade 
barriers, but it is not rendered impossible by quite high 
barriers. 

If the United States again (as it did in 1930) raises new 
trade barriers at the time it is demanding repayment, the 
effect of such new barriers will be to turn the terms of trade 
against the debtor country. The debtors will have to offer 
their goods at lower prices in order to induce foreigners to 
buy relatively more. And this will render repayment less 
likely. 

However this comment may be made parenthetically, even 
$32,000,000,000, large as the figure seems, represents a smaller 
proportion of United States national income (and probably of 
the national income of debtor countries or of about anything 
else with which you may choose to compare it) than did the 
debts owed to the United States in 1930 by comparison with 
comparable figures then. Thus repayment does not now rep- 
resent a greater problem than it did in 1930, largely thanks 
to the use of the Lend-Lease technique during the war and 
the Grants technique in connection with Marshall Plan aid. 

Nevertheless, it is still true that new foreign lending and 
an export trade balance on the part of the United States are 
necessary features of an extensive Point Four program— 
given our national psychology with regard to such matters. 
And in the United States falling trade barriers and an import 
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trade balance will facilitate repayment of the loans made 
under the Point Four program—at such time as the repay- 
ment becomes appropriate and called for. 

Such are some of the adjustment problems involved in the 
relationship between the international lending which imple- 
ments the Point Four program and goods movements which 
are a necessary corollary thereof. 

In closing, however, it should be emphasized that the desir- 
ability of development in backward areas and of United States 
and United Nations assistance in those activities stands on 
its own merits. The adjustment problems which have been 
discussed in this paper are resultant and should be viewed as 
such. They represent problems to be worked out and not 
barriers to serve as arguments against development assistance. 
And it might be added that they represent difficulties which 
would even, probably, straighten themselves out if allowed to 
do so—if we actually proceeded with an energetic program 
to aid development in backward areas, and if the people in 
those areas (having received veal assistance) should try to 
repay the debts. 


Much of this however is conjecture. Really extensive, con- 
structive aid is yet to be given to Africa, Latin America, and 
the Far East. And there yet remains to be worked out the 
terms of the quid pro quo—in connection with which the United 
States should not hold out for its pound of flesh, and the 
undeveloped areas should act in good faith. 





Public Polrcy voll i. Foreign Siti 
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Public policy in Latin America seems to be designed to 
limit the scope of foreign private investment rather than to 
foster such investment on a broad front. It is more disposed 
to regulate and restrict than to invite and stimulate. 

Latin-American governments reveal apparent eagerness to 
attract private capital from abroad, but it usually turns out 
that they expect to do so on their own terms and to direct 
it into carefully selected enterprises. In general, they prefer 
portfolio to direct investments, and loans and credits from 
foreign governments rather than capital supplied by foreign 
private investors. They recognize their needs for railways, 
highways, river and harbor works, hydroelectric plants, and 
sewers and sanitation; but they are hoping to finance these 
and other public services by cheap loans or grants from the 
treasuries of foreign countries. In view of their long and 
almost universal defaults on government bonds sold during 
the 1920’s to investors of the United States and Europe, they 
must realize that the time is not ripe to tap these private 
sources again.? 

One of the few fields which private foreign investors are in- 
vited to enter is the field of manufacturing, and there is some 
opposition on the part of national industrialists even in this 


* Dr. Rippy is Professor of Latin American History at the University 
of Chicago. 

1] have summarized the story of these defaults in an article published 
in Journal of Business, XXIII (1950), 238-47. See also Foreign Bond- 
holders Protective Council, Report, 1946 through 1949 (New York, 1950), 
and Council of the Corporation of Foreign Bondholders, Seventy-Sixth 
Annual Report (London, 1950). 
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field. Public services—not only telegraph and telephone sys- 
tems, but electrical utilities, railways, truck and omnibus 
lines, and fluvial and coastwise shipping—are staked out for 
ownership and operation by the state or by national private 
enterprise, or are hampered by close regulation and impend- 
ing threats of expropriations; and the same is true of mining 
and petroleum activities in several countries and of banking 
and insurance in a few. New investments by aliens in agri- 
culture or in commercial organizations are often viewed with 
misgiving or jealousy. Investments in all fields are ham- 
pered far more than in earlier days by labor laws and labor 
unions, mounting taxes, state planning and state competition, 
inflationary trends and unstable currencies, and restrictions 
on remission of profits or withdrawal of capital, to mention 
only a few at this point.? 

A persistent trend toward state socialism is evident in many 
Latin-American countries. It seems to be the result of their 
colonial heritage, of political and economic theories, of the 
waxing influence of bureaucratic and labor groups, and of a 
sentimental factor usually described as “economic national- 
ism.” Railways owned and operated by the state are now 
the rule rather than the exception. Those still in private 
hands are unprofitable to the shareholders, as a rule, and 
often yield only meager returns to the holders of bonds and 
debentures. Telegraphs have long been owned and operated 
by the governments. Telephones, electrical utilities, radio, 
and river and coastwise shipping are being taken over by the 
state. Merchant marines, where they exist, are usually owned 
and operated by the governments, which also are likely to 
own the local airways or have investments in them. State- 
owned enterprises are crowding out the foreign oil companies 


2 During the first half of the year 1950 the Economic and Social Coun- 
cil of the United Nations published a series of mimeographed mono- 
graphs on this subject under the following broad titles: Survey of 
Policies Affecting Private Foreign Investment and Economic and Legal 
Status of Foreign Investment in Selected Countries of Latin America. 
These studies deal with ten of the Latin-American republics: Argentina, 
Brazil, Chile, Colombia, Cuba, Guatemala, Mexico, Peru, Uruguay, and 
Venezuela. 
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or giving them strong competition, and are likewise competing 
in the processing of meat, in the manufacture of cement and 
steel, and in several other industrial activities. State market- 
ing agencies have set up monopolies not only in marketing 
but also in some minor phases of production, such as salt, 
matches, and alcoholic liquors or have established production 
quotas along with their marketing activities. State credit 
institutions have rapidly expanded. 


Most investment fields in which profits have been attractive 
in the past are now occupied either by government corpora- 
tions or by the branches and subsidiaries of large foreign 
corporations. New private investments seem likely to be con- 
fined mainly to such corporate branches, subsidiaries, and 
affiliates. There appears to be little opportunity for the small 
investor unless he plans to plant himself as well as his savings 
in Latin America; and, even then, he is likely to see his busi- 
ness captured by the state, or transferred by legislative act 
or executive decree to nationals, if his success makes him 
conspicuous. 

In short, prospects for the rapid development of Latin 
America by a flood of foreign private capital are not bright. 
The private investor must confront numerous irritations and 
handicaps: tax-collectors, economic planners, labor bosses 
backed by potent politicians, bureaucrats hankering for gov- 
ernment posts, other varieties of pressure groups, exchange 
controls, economic nationalism, and often the suspended sword 
of expropriation—if not without prior or prompt compensa- 
tion, as required by most of the constitutions, at best with 
rates of compensation fixed by the agents of the Latin-Ameri- 
can governments themselves.* Public policy and public atti- 
tudes are not precisely the same from country to country. 
They are somewhat more favorable toward the foreign in- 
vestor in some than in others: more favorable in Brazil under 
Dutra, for instance, than in Argentina under Per6én; more 
favorable perhaps in Cuba, Peru, Venezuela, and Uruguay 
than in some of the other countries. But the general picture 
is not greatly changed by these distinctions, which might 
easily become invidious. Five years of negotiation by the 


ee a | ee 


oo 8 ®& = 3 





PUBLIC POLICY 33 


United States have resulted in only one satisfactory invest- 
ment treaty with the countries of the region, a treaty of 
amity, commerce, and navigation with Uruguay, hitherto sup- 
posed to be the most socialistic of all! 

The optimism of the national authorities at Washington 
with respect to their ability to pump large sums of private 
capital speedily into Latin America (or almost any other re- 
tarded region), excepting possibly the capital of a few giant 
corporations which are able and often not unwilling to risk 
“other peoples’ money,” seems not to have any sound basis. 
The bureaucracies in such regions are expanding like green 
bay trees; the working classes are growing more articulate 
and assertive; the small moneyed groups are eager for profits; 
and the emotions of all groups are easily stirred by any polici- 
cian who seeks to arouse them by invoking memories of past 
exploitation, fancied or real. The firm conviction that most 
foreign investors are rascals or thieves, or covert agents of 
imperialism, is not far beneath the surface. 





8 For the constitutional provisions on expropriation, see Russell H. 
Fitzgibbon, The Constitution of the Americas (Chicago, 1948), index 
under “property, right of and social functions of.” Most of the Latin- 
American constitutions in force as of January 1, 1948, when this work 
went to press, provided for fair and prompt or prior indemnification. 
But procedures in such countries as Mexico, Bolivia, Brazil and Argen- 
tina have not always conformed with the terms of the constitutions. 
Argentina’s new constitution of 1949 contains this clause (see Article 
40): “The price of expropriation of public service concessionary under- 
takings shall be the original cost of assets involved in operations, less 
the sums that may have been amortized during the period since the 
granting of the concession, and less sums in excess of a reasonable 
profit, which shall also be considered as repaying of the capital invested.” 
The subject of expropriation was a hotly contested issue between the 
delegation of the United States and those of several of the Latin- 
American governments at both the Chapultepec Conference of 1945 and 
the Ninth International Conference of the American States which met in 
Bogota in 1948. A summary of the proceedings of the first was 
published by the State Department in 1945 under the title of IJnter- 
American Conference on the Problems of War and Peace. A similar 
summary of the second was published by the State Department of the 
United States in 1948, with the title of Ninth International Conference 
of American States. 
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The undeveloped regions will accept all the technical aid 
they can get at half price or less. They will accept gifts, and 
even long-term government loans at low interest rates when 
gifts are not to be had. There may be some little private 
investors willing to send their money abroad on terms fixed 
mainly by the recipients if they are shielded by United States’ 
government guaranties covering every hazard except bad 
judgment or bad management. There are always a few im- 
prudent people in the world, and there are still more heads 
of corporations willing to venture stockholders’ money as long 
as there is enough left in the till to pay the salaries and 
bonuses of managers. But the “bold new plan,” otherwise 
entitled “Point Four,” is likely to turn out to be a scheme to 
develop the backward areas at the expense of the taxpayers 
of the United States, and as much for the benefit of exporters 
and bureaucratic technicians‘ as for the benefit of the reci- 
pient backward regions. 


The governments of these regions, if they are fully alert, 
might not need to rely heavily upon foreign investments, 
either government or private. They might rely instead upon 
heavy tax levies on strategic and critical materials, price 
“squeezes” on such materials and on certain foods and bever- 
ages besides, and compulsory investment by their own and 
other profiteering groups. Producers in these areas would not 
like the heavy taxes and the forced investment, and consum- 
ers abroad would be displeased by the high prices; but this 
horn of the dilemma would probably be less painful than the 
other.5 The taxpayers and consumers of the United States 
will be lucky if they are not hoisted on both horns and ruined 
by the “calculated risks” before they are pulverized by the 
atomic bomb. If, however, the second calamity is not far off, 
they should not be seriously worried by the first. Driven by 
the will to survive and prosper, they will probably worry 
about both, nevertheless, and hope somehow to escape; worry 
and wonder whether the rapid development of regions un- 
developed ® is the sole or sure means of saving these and the 
“free world” from the advancing tide of communism. At 
times they may even ask whether the anti-imperialists of the 
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1890’s and the so-called isolationists of a later day were not 
wiser than many have supposed them to be. A foreign policy 
that has led this nation into two wars and left it in greater 
peril than before is either an exhibit of very bad statesman- 


4 The “missionaries of technology” will probably be the highest paid 
missionaries the world has ever known. Salaries of the “experts” of 
ECA range from $9,000 to $20,000 a year. Those of the United States 
classified civil service, according to the new pay schedules set up in 
1949, are almost as high. The salaries of the staff of the Institute of 
Inter-American Affairs, as indicated by Congressional Record (daily), 
July 18, 1950, pp. 10221-222, will illustrate this point. The statistics 
are as follows: 102 receive from $7,000 to $8,999; 16 receive from $9,000 
to $9,999; and 10 drew annual salaries of from $10,000 to $10,500. 
When objection was raised by Senator Paul Douglas, Senator Pat 
McCarran remarked: “They are experts selected for specific work. We 
shall have many of them in Point 4 as well.” The bureaucrats and tech- 
nicians of the United Nations are in even higher brackets; according to 
the budget estimates submitted to the United Nations General Assembly 
(and apparently voted by that asembly) they will range as follows for 
fiscal 1950-51: 

Number Title Salary Range 

Secretary General __.........._ $53,000 
Assistant Secretaries General_.. 32,500 each 
Director General 2... 32,500 
16 Principal Directors 25,000 each 
0 Dred —................. 18,000 to 21,000 each 
ot Principal Olticers) 13,300 to 17,000 each 
156 Senior Officers _.... ; Sa 11,690 to 15,000 each 
434 Officers ieee ee ene eee 8,700 to 12,000 each 
588 Intermediate Officers 6,000 to 9,430 each 
15 Special Service Officers... 8,700 to 12,500 each 
61 Associate Special Officers... 6,000 to 9,430 each 

Taxes on the incomes of officials and experts employed by the United 
Nations are comparatively light, and, provided those of the United States 
remain abroad for a year, they will be exempted from income taxes by 
the United States government, which seems to be on the point of extend- 
ing the same privilege to employees of American private enterprises 
operating abroad. No wonder the bureaucrats favor Point Four! 


5 Price “squeezes” on coffee and rubber and many of the metals 
already have begun. As the United States exhausts its resources by 
wars and reconstruction gifts it will become still more vulnerable. 

6It is doubtful that such a scheme could be infused with benevolence 
and it is likely that it was thought of two centuries too late. 
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ship or the result of a running encounter with a fate far more 
unyielding than the enemy.’ 


7I suppose the United States has been compelled to depart from the 
isolationist platform erected by the Founding Fathers by certain besieg- 
ing forces: the drive for foreign market and for investment opportunities 
abroad; devotion to peace and democracy; certain immigrant blocs who 
have never become emotionally detached from the countries of their 
origin; and inventions in the fields of transportation, communications 
and military equipment. 





ie Cadhaiin that Shields the “Diplomats F 


By Sain G. bilincnain 


I think I should confess to great annoyance with Dr. Gor- 
don’s concluding remarks: “the desirability of development in 
backward areas stands on its own merits... the adjustment 
problems should not serve as arguments against development 
assistance ... they represent difficulties which would probably 
straighten themselves out if allowed to do so... the United 
States should not hold out for its pound of flesh.” His re- 
marks do not exhaust the area of academic irresponsibility 
which marks this field, but they will do as a starter on which 
to hang some comments for discussion. 

It seems to me that we can make no progress in our diplo- 
macy with Latin America until we correct three errors in 
popular analysis of our relations with Latin America. These 
are: (1) The self-delusion with respect to the inter-American 
system, the idea that if we close our eyes to the failures they 
cease to exist. The most prominent victim of this practice 
is Mr. Sumner Welles, the well-known authority on Cordell 
Hull. It can be labelled inexcusable, for the facts are on the 
record for all to see. (2) The inability to distinguish between 
broad goals and the practical limitations on policy imposed by 
experience and knowledge of the problems. This has served to 
blur the justifications for positions taken on major issues, to 
the great advantage of those who favor a build-up of bureau- 
cratic machinery and a purposeless draining away of American 
resources. The range of victims of this mental lapse is wide— 
from the well-meaning Women’s Clubs to the “experts” of 
the Council on Foreign Relations. It is perhaps also inex- 
cusable, although the facts are definitely more difficult to 
obtain than in the first error listed. (3) The ignorance of 
operating experience with specific policies. This is probably 
excusable and certainly is understandable, for knowledge of 
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the experience in implementing foreign economic policy tends 
quickly to become a monopoly of the Executive Branch of our 
government, and the unwillingness to risk a full review by the 
Congress causes the Executive Branch to cover up wherever 
possible. Given a situation where the press relies increasingly 
on press-releases and handouts, where the problems are truly 
complicated, where the resources of the great Foundations are 
largely devoted to backing up the Administration’s policies out 
of a mistaken notion that they are fighting the battle of isola- 
tionism vs internationalism, where the independent scholar 
who is capable of effective analysis and leadership either finds 
himself on a remote campus or reaches Washington to find 
that the State Department is as alert to any challenge from 
him as from an independent Congressman and is thus quick to 
clam up, this characteristic is extremely dangerous. 


Let me be specific at this point. We have just closed a Con- 
ference of the Foreign Ministers of the American Republics. 
State Department officials privately evaluate the meeting as a 
success because, in their words, “at least we got them out of 
town without any damage being done.” This is part of the 
negative spirit of policy leadership which is being displayed 
all too often in inter-American relations. You will recall that 
the UN Economic Commission for Latin America came into 
being on the findings that “it probably cannot do any harm.” 
And we continually “go along” with the Latins in the quiet 
belief that “this probably cannot do any harm anyway.” I 
would suggest to you strongly that leadership requires a posi- 
tive direction of policy. It would have been possible to mobi- 
lize the American republics effectively in April, both on the 
military and economic side, in a fashion that would have 
meant a definite gain in our capacity to maintain the peace. 
But instead, the Department went immediately on the defen- 
sive. Paraphrasing Mr. Churchill’s recent comments on Anglo- 
Egyptian relations, it merely asked: “How much have we to 
pay Latin America for protecting her against the menace of 
Communism in ‘our’ war?’ That “our” war is a neat touch 
that the Latin Americans added. They reject the notion that 
this is their war too. Instead of aggressive leadership, we 
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chose to remain silent on the issue of meeting commitments 
with respect to freedom of the press, we resolved the economic 
issue by getting nothing and giving nothing, and we retreated 
from our purpose of gaining some conscious realization of 
responsibilities in the military field. Mr. Welles would say: 
‘“‘At least we were unanimous on this.” But I suggest to you 
that unanimity at the lowest common denominator is a matter 
of progressive deterioration. 

The Conference opened with the hemisphere aroused as it 
had never been before on the issue of freedom of the press in 
Argentina. I doubt that the press of the hemisphere has ever 
demonstrated such complete agreement on any issue. The 
delegates had before them the resolutions which Argentina 
had signed with its customary lack of intention of fulfilling 
them, and it had the published statement of a former Assistant 
Secretary of State outlining legalistically the default on speci- 
fic commitments. The issue was clearly joined: Either all 
inter-American commitments are mere scraps of paper lack- 
ing in any practical significance, or Per6én must be persuaded 
to restore freedom of the press in Argentina. But the poison 
of unanimity had worked all too well. And so, the Confer- 
ence opened with tacit acceptance of the fact that commit- 
ments mean nothing. La Prensa was killed and the diplomats 
turned their eyes. La Prensa ceased to exist, but the issue 
remains. That shaped the course of the Conference. Clearly, 
it was needless for Argentina to worry about military resolu- 
tions or any other kind of resolutions, since they were mean- 
ingless in practice. So, we have the press reporting that 
Argentina was surprisingly cooperative and the Conference 
wound up on an heroic note of unanimity. Another chapter 
for the misleading analysis of the inter-American system in 
our textbooks. As we press toward the lowest common de- 
nominator I would suggest to you that effective diplomacy 
demands that we stop deluding ourselves. For there is inher- 
ent in this delusion a progressive deterioration of the system. 


The positive cooperation of nineteen American republics 
may make a larger contribution to the defense of the free 
world than the unanimous non-committal attitude of twenty, 
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especially since the ability of one to flaunt its disregard for 
commitments is rapidly making it impossible politically for 
our friends to cooperate with us. I refer specifically to our 
great and good friend, Brazil, whose cooperation in the inter- 
American system is being endangered by our persistent re- 
warding of Argentina for its recalcitrance, by our policy of 
rewarding enemies and penalizing friends. Newsmen in Wash- 
ington during-this last Conference were surprised to have to 
report that Brazil had been “acting up,” that it was making 
demands on the economic side in extraordinarily “independent” 
fashion, that it was usurping the role of Argentina as “hard 
to get along with.” Could Brazil do otherwise? During the 
war we gave Argentina privileged treatment as a reward for 
lining up with the enemy. In the post-war period, we did not 
penalize Argentina for bleeding Europe and obstructing the 
recovery of Europe. On the eve of the Conference, we handed 
two cruisers to Argentina, justifying the act by saying that 
the same treatment had been accorded Brazil and Chile. Un- 
fortunately, our ‘‘diplomats,” and I want that “diplomats” in 
quotes, forgot to ask whether these cruisers would be fought 
on our side or on the Russian side by Argentina in case of a 
spread of the war to this hemisphere. At the Conference we 
got our answer from the Argentines, namely, that they did 
not intend to fight these cruisers on our side when war spreads 
to these waters. But the principle of unanimity stays. We 
do not want to overwhelm our enemies if war comes. Let 
each side be furnished by us with the same weapons in the 
same number. That makes it a fairer fight. Says who? 


Just one more word on this first point. I believe that the 
delusion with respect to the inter-American system is some- 
thing that can be corrected. It requires that professional men 
in this field stop parroting State Department press releases and 
that they study and write on the inter-American system in- 
dependently and in realistic terms. 

On the second characteristic, the best example to discuss is 
Point IV. Every attempt to analyze the limitations of a de- 
velopment program is met flatly by pious declarations of the 
Administration, the missionaries, the Foundations, the wom- 
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en’s clubs, and perhaps the college professors, that this country 
believes in accelerated development of the under-developed 
areas. Of course we believe in development. That is NOT the is- 
sue. We always have believed in development, we have made im- 
mense contributions to development of the under-developed 
areas, we have improved the mechanism of assistance in this 
direction immensely—both private and public. The debate is 
not on our interest in development. We are irresponsible in 
the extreme if we refuse to debate this question on the real 
issues. The professor tells us blithely that the desirability of 
development stands on its own merits, so quiet down on the 
questions of means and methods and timing and scheduling 
and adjustments and effect; they will solve themselves. That 
is utter nonsense. 


The appropriation of vast sums of money by this govern- 
ment is not the answer to accelerated development of the 
under-developed areas. You could take billions up in an air- 
plane and pour it onto the under-developed areas and prob- 
ably do more good than might be accomplished by some of the 
methods currently under study. The arrival in every port of 
thousands of technicians, piled end to end, is not the solution. 
The loading of privileges onto private industry in the form of 
tax exemptions, guarantees of transfer of exchange, special 
financing, is not the solution. What the irresponsible leader 
chooses to forget is that we have, for years or decades, had 
hundreds of millions of public funds appropriated and avail- 
able for investment in the under-developed areas and that 
there are good and sufficient reasons why the money did not 
flow faster than it did. We have long had provision for tech- 
nical assistance and there are good and abundant reasons 
limiting the speed of the flow. Billions of private financing 
have been available and there are good and abundant reasons 
why this money has not flowed into Latin America at a faster 
clip. 

What is happening is that first, the debate has been centered 
on the wrong issue—whether or not we Americans are in 
favor of development; second, a great gap has been left 
deliberately as to our experience and knowledge of the limita- 
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tions in the problem; and then, the battle has been shifted 
immediately to persuading individual pressure groups in the 
community by widely differing arguments. (1) For mass 
consumption, Communism is the argument. “Southeast Asia 
is menaced by Communism this year and only a pouring out 
of unlimited public funds for Point IV development and a 
mass exodus of Point IV technicians will avert the severe 
decree.” I suggest to you, and everyone in this audience knows 
this, that if the imminence is such as proclaimed, Point IV is 
not the answer, for the nature of Point IV is that it works 
its wonders in decades, not months. The attempt to telescope 
Point IV and to achieve its effects in a year is nonsense; the 
program under these circumstances becomes bribery and it 
should be sold as policy on that basis, for there is a definite 
place for bribery in economic diplomacy. Bribery in diplo- 
macy is justified when you are buying time, but you are justi- 
fied in buying time only when you think you can see the 
terminal point. If funds are poured into a country recklessly 
under cover of a Point IV program in order to save the leader- 
ship for a year, the funds will undoubtedly go into a narrow 
graft operation (as indeed it has in several countries where 
this practice has been tried), the maldistribution of income 
will become even worse, the worst characteristics of the regime 
which made it vulnerable to communism in the first place will 
be intensified, the leaders will become accustomed to this pay- 
ment of tribute, and unless you can feel that having gained 
your year you can now proceed in a different fashion, the 
whole thing is a mistake. (2) Again, Nelson Rockefeller has 
hit the road to tell industrialists that after we are tooled up 
for war, we may have no markets for goods, and only a global 
WPA such as he envisions Point IV to be will enable us to 
avert a depression. (3) Again, a different group, the ex- 
porters, are told that unless you support Point IV, you will 
have no markets after tooling up, for the Europeans will grab 
the strictly commercial business. (4) And now to compound 
this horror, a college professor comes along and warns us 
that the United States must not exact its pound of flesh for 
the Point IV program. What in the world kind of talk is this? 
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There are two fixed points in the Point IV problem. First, 
the undisputed fact that this country is interested in the ac- 
celerated development of the under-developed areas. Second, 
the equally certain fact that the pace of that development 
depends on the actions of the individual countries involved and 
that we have no right, no ability, and no intention to interfere 
internally in these countries. We can pour public money into 
a country for twenty-five years, we can give private corpora- 
tions all kinds of special privileges which they themselves 
would blush to seek, we can create a bridge of technicians, and 
yet the pace of development will be slowed and the standard 
of living of the masses not materially altered if the recipient 
country so chooses to direct its policy, so that at the end of 
that time we might have a worse maldistribution of income 
than before, we might have the masses more receptive to 
communism than ever before, we might have a narrower 
basis for commercial relations than ever before; in other 
words, we might have achieved nothing from the mad rush 
to shed our treasure. Now, it is from these two fixed points 
that we are trying to evolve operating policy, and the chal- 
lenge of economic diplomacy lies in this sphere. 

The professor who keeps flogging the subject of dollar im- 
perialism, pounds of flesh, and other clichés, simply is not 
showing a grasp of the central problems. I suggest to you 
that for the past generation no responsible official in Wash- 
ington has had any conception of policy in terms of dollar 
imperialism or dollar diplomacy in the malicious sense in 
which those words are commonly used. I say to you further 
that for the past generation every responsible Latin Ameri- 
can statesman and negotiator on economic matters has known 
that Washington harbors no dollar imperialists or dollar diplo- 
mats in that unhealthy sense. In the case of the Latin Ameri- 
can, he has not been free always to admit it, since the political 
usefulness of batting out at Washington “imperialists” ever 
so often is too great to be sacrificed to the cause of truth.! 


SS SS 9 “er 






1A number of economists have pointed out the Latin inconsistency in 
whacking away at our aims, and then protesting that the U. S. is un- 
reasonably dilatory in implementing the policy of economic imperialism 
by lending more money faster. 
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Even so fine a gentleman and so good a friend of the United 
States as Gonzalez Videla could not restrain himself recently 
from taking a whack at the World Bank and its Board in an 
effort to save a deteriorating internal political situation. But 
surely we can expect an end from our own people of this talk 
of demands for pounds of flesh. 

On this second point, I believe that correction is possible 
if the leaders in our community, men like yourselves, would 
help keep the issues properly defined. 

On the third error in popular analysis, ignorance of operat- 
ing experience with specific policies, I am frankly at a loss to 
suggest remedies. But let me give you an idea of what I mean. 
(1) During the second world war, the State Department had a 
special policy statement for our trade relations with Argen- 
tina, which it revised periodically. Mr. Welles made the 
great error of not interesting himself in a periodic checkup 
on how the policy was being implemented and so the Argen- 
tines profited from faulty implementation; and when an inde- 
pendent appraisal within the Department revealed that the 
policy statement was not being implemented properly, an 
Assistant Secretary of State bawled out the discoverer for 
this heresy and warned him not to repeat such investiga- 
tions, lest Mr. Hull learn of it and raise hell. This is essen- 
tially a failure within the Department. Clearly you on the 
outside could not be expected to know of the situation since 
the policy statement and the data on implementation were 
carefully guarded under labels of secrecy. After the war, 
when Argentina refused to cooperate with the efforts to aid 
Europe, and even the international agencies dared publicize 
their disgust with Argentina, the Herter Committee found 
that this government was simultaneously extending Argentina 
preferential treatment as against Brazil and other friendly 
nations, in export of short-supply commodities. Again, this 
was a failure within the State Department, again a matter 
that could hardly have been handled from the outside, yet it 
must form the basis for any evaluation of policy. Recently 
we have had the incident of La Prensa, the blacking out of a 
great and important area of the hemisphere. We have had 
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the stiff enunciation of Argentine policy at the Inter-American 
Conference in Washington that no one had better count on 
Argentina to assist in the military effort in the event of a 
spread of the third world war. And we have had the demon- 
stration of unwillingness to cooperate in the Korean war— 
a cold rejection of UN commitments. How many people in 
this audience know that at this very moment preferential 
treatment for Argentina in the supply of short-supply commo- 
dities is well under way? How many people in this audience 
believe that this policy is calculated to retain friends for us 
among the other American republics? 


(2) Again, in advocacy of the global boondoggle under the 
label Point IV, we frequently have held out to us the example 
of the Basic Economy Corporation in Venezuela, which is a 
private venture operated by the Rockefellers with a maximum 
of good intentions and a minimum of good results. How 
many of you know how and why that venture has bungled 
and failed so dismally? How many of you who cite it as an 
example of how much progress toward higher standards of 
living could come from a hundred-fold intensification of such 
activity with public funds know that officials of the corpora- 
tion insisted that a competent reporting officer of the U. S. 
Embassy in Caracas be transferred from the Embassy be- 
cause he dared report on the various bungles and the Cor- 
poration was thus becoming the laughing stock of Washing- 
ton? And does it not make you shudder to think that if this © 
is the Rockefeller conception of public responsibility—stifling 
confidential commentary by a U. S. official to his government 
—would we not be in a terrible fix if $500 million per year 
were entrusted to Rockefeller under his recent recommenda- 
tions and he were given the ability to conceal the results, 
concealment being so much more easy in the case of public 
funds? 


(3) Again, many of you may have recently learned, in sur- 
prise, that the net credits by this government to Latin Amer- 
ica in the last half of 1950 were zero, and only $19 million 
for the full year. This in the face of all the talk of billions 
for loans and billions in assistance, etc. But how many of you 
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know WHY we did not lend more? And the relationship of 
this “Why” to the central problem of Point IV? 


(4) Again, how many of you know what a terrible failure 
the reorganization of the Pan American Union has been? How 
many of you realize that the International Monetary Fund 
has become a joke, its authority persistently flouted, its 
tremendous staff disgustedly reporting for work and the daily 
quest for something to do? How many of you realize that 
scandal of the type recently unveiled at the RFC hearings is 
brewing in the International Bank? How many of you ap- 
preciate that the technical economic agencies of UN are hav- 
ing a fearful time finding useful work? And how many of 
you feel that admission of failure of any of the international 
agencies would be dangerous lest the people lose confidence 
in the whole structure? I suggest to you that concealment 
in the misguided belief that confidence will be lost is the 
quickest way to assure a lack of respect for the whole inter- 
national structure. 


I do not pose these questions with the idea of suggesting 
that you are not as fully informed as an operator on the spot 


might be. I put them forth as suggestions that the growing 
difficulty of learning what actually is our experience with 
specific policies is reflecting a dangerous monopoly that ex- 
pands daily in its capacity to conceal the facts on which deci- 
sions should be based, decisions in which all of us in this free 
country claim a right to share. 


I resent immensely the fact that advocacy of Administra- 
tion policies from men who command the respect of the com- 
munity for their judgment is too frequently coming out of 
an ignorance of operating experience, and from a mere blind 
instinct to support the expansion of international commit- 
ments. A few years ago, one of our national magazines snap- 
ped a picture of a great American “liberal” in the field of 
inter-American relations in a crowd listening to Perén in 
Argentina. This liberal was so carried away that he virtually 
led the crowd in cheering Perén. Perhaps we should excuse 
him for this lapse, excuse him for having forgotten all that 
he should have learned in his years of professional “liberal- 





DISCUSSION 47 


ism.” But we all ought to avoid assuming leadership on 
policy issues unless we know more of the operating basis and 
experience with these policies. 

It has become dangerous to exercise an independent judg- 
ment on foreign policy. If you are a Senator, as for instance 
Taft, and you venture to express an independent judgment on 
the handling of foreign affairs, the White House mobilizes 
one of its intellectual prostitutes and sends him to Texas to 
label you an aid to Russia and a follower of the Russian line. 
If you are a commentator on Latin American policy, as I 
happen to be, and you report the fact that a registered agent 
of a foreign government had been called in by Nelson Rocke- 
feller to help write a report on U. S. development policy for 
the guidance of the Congress, a report in which the foreign 
agent’s principal had a deep interest as a potential recipient 
of aid, you walk into the State Department the next day and 
find yourself referred to as “Chicago Tribune.” (In the vo- 
cabulary of the State Department, “Chicago Tribune” is a 
much more insulting term than foreign agent; the Depart- 
ment turns its back on the Trib but not on agents of the 
enemy). Whatever your own experience with enunciation of 
independent judgments may be, there can be no doubt that 
we shall be increasingly unable to speak authoritatively on 
economic diplomacy with Latin America unless we find some 
method of breaking the monopoly of the facts which is slowly 
but surely being built by the Department. 











Wlaritime Development in Argentina 
4. is Past Trienihe 


By John = Mb 


Argentina has changed from almost absolute dependence 
upon foreign shipping or foreign-owned, locally-registered 
shipping to a ranking maritime power over the comparatively 
short period of ten years. In 1939 there were 45 ships of 
196,000 gross registered tons under the Argentine flag, most 
of which were owned by foreign nationals. In 1949 the gov- 
ernment’s State Merchant Fleet owned over 113 ships of over 
871,000 net registered tons which operated exclusively in in- 
ternational commerce and 140 vessels of over 90,000 dead 
weight tons carrying capacity which operated in either coastal 
or inland waterway commerce. By 1950 a substantial small 
vessel construction industry had made considerable headway 
in supplying the tugs, barges, and small craft needed in 
domestic service. 

These maritime accomplishments did not come about en- 
tirely as a consequence of conscious planning. The initial 
stimulus toward the building of an Argentine merchant marine 
came as a by-product of the war. On April 26, 1941, the 
Inter-American Financial and Economic Advisory Commit- 
tee passed the following resolution: 


To recommend to the Governments of the American Re- 
publics: 


*Mr. Hazard is Assistant Professor of Transportation, University of 
Texas. 


1Lopez Mayer, Transportes en la Argentina, Editorial Rosario, S.A., 
1946, p. 175. 
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a. That they declare that the foreign-flag vessels in 
American ports, the normal commercial activities of which 
have been interrupted as a consequence of the war, may 
now be utilized by the American republics in accordance 
with the rules of international law and the provisions of 
their respective national legislations, in such a manner 
as to promote the defense of their economies as well as 
the peace and security of the continent. The utilization 
of said vessels may be effected by the American republics 
either through agreements with the owners of the vessels 
or by virtue of the right of each of the American re- 
publics to assume complete jurisdiction and control over 
such vessels, and as they deem it convenient to satisfy 
their own requirements. 

b. That just and adequate compensation for the utiliza- 
tion of said vessels be made in accordance with the com- 
monly accepted rules of international law and the na- 
tional legislations of each of the American republics. In 
the determination of this compensation, the damages 
which might have been caused and the other obligations 
resulting by the presence of these ships in the ports in 
which they may be, shall be taken into consideration. 

c. That they reaffirm their full right to the free naviga- 
tion of those vessels, both in their national and interna- 
tional trade, once they are under the flag of any one of the 
American republics, and that they agree upon measures 
tending to facilitate the effective exercise of said right. 


This resolution was placed into effect on August 29, 1941, 
with little modification, and legislative steps were taken in 
all the Latin American republics concerned to fulfill the 
demands of the resolution. Upon consultation Great Britain 
added further provisions which insisted that the vessels be 
manned by nationals of the country that expropriated the 
vessels and that the vessels not be used in service inimical to 
the interests of Great Britain.2 The Latin American coun- 
tries were indeed happy to comply with this proposal. They 
were already beginning to feel the adverse economic effects 
of being choked off from international commerce as British, 
Dutch, German, Norwegian and American vessels on whom 


2“Joint American Action on Foreign Merchant Vessels in American 
Ports,” Bulletin of the Pan American Union, 75 (October 1941), 597. 
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they were highly reliant were being diverted to other more 
imperative uses. 

Argentina responded to the proposal of the Inter-American 
Financial and Economic Advisory Committee by expropriat- 
ing 27 foreign vessels of 199,000 net registered tons, of which 
16 were Italian, 4 Danish, 3 German, 3 French, and 1 Ruman- 
ian.* Agreements were made with each of the countries con- 
cerned for the immediate purchase by Argentina of each of 
these vessels at a fair price to be negotiated. The price ulti- 
mately was settled at 99,000,000 pesos.* A reversion sales 
contract was also signed with each country wherein it was 
provided that at the end of hostilities Argentina would agree 
to resell the vessel to the original owning country at a price 
that took adequate account of the depreciation, damage, and 
wear and tear resulting from its interim use. If the option 
of the reversion sale was to be used by the original owner, 
the net result of the transaction would have been that Argen- 
tina had rented the vessels during the war years. More will 
be said of the expropriation and return of foreign vessels later 
in connection with the development of the State Merchant 
Fleet; here the concern is with policy. 

It is interesting to note that the initiation of the State 
Merchant Fleet came not as a result of a conscious govern- 
mental policy of state ownership of public service industries 
but as a response to a proposal of an Inter-American plan- 
ning body. Herein is a factor of major importance in that 
the expansion of governmental ownership in this field has not 
been considered as revolutionary nor unconventional as it has 
in other fields. The entry being made under the exigency of 
wartime shipping shortages made it less conspicuous than 
entry into other fields. As witness to the manner in which 
governmental ownership in this field was taken as a natural 
consequence it might be pointed out that mention was not 
even made of this very important industry in Perén’s Five 
Year Plan. Many of the complementary industries, 7.e., ports, 
warehouses, and inland water transportation, receive con- 


3Mayer, op. cit., p. 176. 
4]bid., p. 177. 
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siderable mention and provisions are drawn up for their 
expansion, but no account is taken of the State Merchant 
Fleet though many developments were in the offing for its 
extension. In the section dealing with shipping the Plan 
reads: 


In regard to shipping and to ports, dredging and placing 
of buoys will be intensified and new docks will be acquired. 
River ports will be improved and rivers are to be made 
navigable. The expected cost will be 200 million pesos.5 


In regard to ports the Plan mentions that some forty-seven 
projects are to be completed, services are to be brought up-to- 
date, and the State plans to reacquire ownership in those port 
facilities that are in private hands. All these projects are 
to cost some 230 million pesos. It will be interesting to recall 
this expenditure when the section on conference rates of the 
State Merchant Fleet is reached later on in this paper. Full 
account is also taken of railroad improvements and acquisi- 
tion (800 million pesos) and of highways (555 million pesos), 
and specific provision is made for 194 new ships, barges, and 
lighters for the river fleet (100 million pesos). Though the 
Five Year Plan reaches this close to the merchant marine the 
latter is not in fact the subject of specific provision. This 
may well be a result of the manner in which the fleet has 
been in fact nationalized. 

The most recent statement of national policy that encom- 
passes the State Merchant Fleet is in the Constitution of 1949. 
Here it was stated: 


Public services (subsequently clarified as having the 
same meaning as in the United States) are to belong to 
the State, and those now under private ownership are to 
be purchased or appropriated under a given formula. 


This statement of policy when applied to the government’s 
maritime program is in reality a post-nationalization. The 
vast majority of the Argentine merchant fleet had already 
been incorporated into the State Merchant Fleet. 


5Seymour Harris, Economic Planning (New York, 1948), pp. 546-548. 
6] bid. 
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Development of the Argentine Merchant Fleet 


The total of ocean vessel entrances into Argentine harbors 
in 1939 was 9,452,000 net registered tons of which only 176,000 
net registered tonnage was under the Argentine flag.? Assum- 
ing (as is valid)® that all vessels operated under a like load 
factor, the Argentine merchant marine actually accommodated 
only 1.8% of her own exports and imports. United States, 
United Kingdom, Norwegian and Brazilian vessels represented 
over 80% of the vessel tonnage available to Argentine trade. 
However inexact, these figures serve to demonstrate the degree 
of dependence of Argentina upon foreign shipping services 
for a most essential commercial function. 

Such dependence has possibilities of being disadvantageous 
in a number of ways. First, though more than adequate ton- 
nage was available to assure sufficient competition and thereby 
lower freight rates, the foreign lines were organized into 
shipping conferences which served to limit competition and 
regulate freight rates. There are no figures available to prove 
conclusively that Argentine importers and exporters were 
handicapped by exorbitant rates, but there was no defense 
available against any conspiracy to raise rates. The second 
disadvantage concerns the expenditure of foreign exchange for 
shipping services. For Argentina this account involved as 
much as 100 million pesos per year during the 1930’s. Some 
authors rationalize this disadvantage by looking to the for- 
eign purchasing power engendered by the rendering of this 
service, which will ultimately be spent for Argentine agricul- 
tural products.® These authors have failed to consider the 
value of material imports to the Argentine program of indus- 
trialization. The purchase of services as opposed to capital 
equipment provides little toward the industrialization of an 


TForeign Commerce Yearbook (United States Department of Com- 
merce, 1940), p. 354. 

8In 1949 Argentine flag tonnage entrances were 14% of the total and 
her vessels accommodated 14% of the total Argentine exports and 
imports. 

9See Olson and Hickman, Pan American Economics (New York, 
1943), p. 155. 
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economy. Another disadvantage of Argentine mercantile 
dependency is the feeling that foreign lines will not provide 
Argentine importers and exporters with the same priority in 
use, delivery and availability of space as they would nationals 
of their own country. The last disadvantage is the possibility 
of vessels being withdrawn for emergency use during periods 
of war. This disadvantage became real in 1940 after British, 
German, French, Dutch, and other lines withdrew at least a 
substantial part of their vessels from the River Plate service 
and led to the formation of the Argentine State Merchant 
Fleet. 

The August 29, 1941, proposal of the Inter-American 
Financial and Advisory Committee on the expropriation of 
foreign vessels in the American harbors was acted upon with 
alacrity by the Argentine government. By October of 1941 
Argentina had taken possession of 16 Italian ships and sub- 
sequently expropriated 3 French, 4 Danish, 3 German, and 
1 Rumanian vessels, involving a total of 199,000 net registered 
tons. 

These vessels were taken under reversal sales contract 
agreements, as previously discussed, in which Argentina was 
to pay 99 million pesos to the donees and give them an option 
to repurchase the vessels after the termination of the war. 
Half of these vessels were repurchased in 1945 and 1946 by 
the owning governments after some litigation over terms, 
date of delivery, and payment." 

The expropriated vessels with 9 vessels subsequently ac- 
quired from Argentine private shipping companies formed the 
nucleus of the wartime State Merchant Fleet. In keeping with 
the Sumner Welles agreement concluded in 1941 in Washing- 
ton, D. C., these vessels were allocated 75% by tonnage to 
the service between the United States and the east coast of 
Latin America and 25% by tonnage to the intra-American 
trade. The vessels were worked on an intensive schedule 
and carried heavy load factors at high rates; the service was 
found to be extremely profitable. 


11“Return of Merchant Vessels,’ Argentine News, August 25, 1946, 
p. 25. 
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TABLE II 


Argentine State Merchant Fleet 
Expropriated Vessels Returned to Foreign Owners!2 


National Net Registered Negotiated 
Registry Tons Price 
Danish 4,100 Not available 
French 17,469 e 


Italian 62,000 mm 
11 83,569* 


*This consisted of almost one half of Argentina’s State Merchant 
Fleet. Argentina retained 15 of the expropriated vessels or about 115,- 
000 net registered tons. Two vessels were lost by sinking. 


TABLE III 


Argentine State Merchant Fleet, Cargo Carriage, 1941-19451 
(metric tons) 


Cargo carriage 1941 1942 1943 1944 1945* 


Exports _-----.-.--.--. 60,828 366,035 414,534 435,898 372,000 
Imports ceo ier. ie . 1,831 302,175 380,565 498,298 457,000 
In transit - . i 48,864 19,274 5,108 48,000 


Coastal and 
Intermediate ports 100,700 98,296 124,909 46,000 


Total tonnage setts 62,159 817,782 912,669 1,064,213 923,000 


Net profit (in American dollars) 29.9 Million 15.7 Million 
Gr. profit (in American dollars) 314M 56.1 M 59.6M 43.4 M 


* By the summer of 1945 many foreign vessels had already been re- 
turned to their original owners; see Table II. 

It is significant to note that the profit involved even during 
the years during which the volume of traffic was low exceeded 
by twice the average rate of profit gained by the State Mer- 
chant Fleet from much more extensive operations in the post- 
war years. This may have provided some of the optimistic 
sentiment involved in the postwar expansion of the fleet, 


12] bid. 

13“State Merchant Fleet,’ Argentine News, January, 1945, 75; 
Mayer op. cit., p. 178; “Shipping News,” Comments on Argentine Trade, 
245 (July, 1945), 66. 
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though it would be only one of the factors. The profit pro- 
vided a considerable reserve from which purchases of new 
vessels were made in the postwar period. A considerable part 
of these profits resulted from intensive use and high load fac- 
tors, but much was due to high rates. For example, grain 
rates to South Africa per metric ton were $200 in 1944" and 
were reduced to $20'5 when the fleet was faced with postwar 
competition. Shipment of a long ton of grain to the United 
States was $22 a ton, plus a surcharge of 45% or a total of 
$31.90 per long ton.4® This was reduced to $22 per long 
ton in 1947.17 

The State Merchant Fleet’s wartime operations were an 
invaluable aid in sustaining the Argentine economy at its 
high level and in contributing to industrial progress that 
would have been impossible without it. Neither imports nor 
exports were sustained at their prewar levels, but essential 
raw materials were brought in from the other Americas, 
machinery, spare parts, and fuels were received on third 
priority from the United States, and a considerable part of 
Argentine agriculture surpluses was provided with a market 
in Latin America, the United States, and Europe. In short, 
the fleet played an instrumental part in contributing to the 
economic stability of the country. 

That the State Merchant Fleet played an important part can 
be attested by the fact that in 1943 it carried approximately 
20% of the total cargo entering and leaving Argentina as 
compared with the approximate 2% in prewar days. During 
1941 and 1942 Argentine trade shrank considerably below 
what it had been in the 1930’s not because markets and de- 
mand for imports did not exist but because of shipping short- 
ages. The State Merchant Fleet played a considerable part 


14“Shipping News,” Comments on Argentine Trade, 245 (July, 1945), 
38. 

15“Shipping News,” Business Conditions in Argentina, 257, (January- 
February, 1948), 66. 

16“Shipping News,’’ Comments on Argentine Trade, 245 (July, 1945), 
38. 

17Shipping News,” Business Conditions in Argentina, 257 (J-nuary- 
February, 1948), 66. 
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in remedying this situation. By 1944 the total monetary 
value of Argentine foreign trade exceeded that of prewar. 
days though foreign shipping engaged in the carriage of 
Argentine trade had shrunk to one-fourth of its 1939 volume. 
It was only through the intensive utilization of all available 
shipping that trade was rebuilt to its former level. Argentine 
shipping played a considerable part in bridging this gap. 


TABLE 1V 
Entrance of Vessels into Argentine Ports! 
Flag 1939 194] 1944 
United States é : 625 986 216 
Argentina Bett deialic oad 176 242 623 
United Kingdom ee Sa ahaae 2,928 1,203 1,151 
Norway peta sratal ce e1, 673 506 78 
Sweden het a foe 255 211 297 
Spain ; een 116 439 315 
Others - = ; ‘ 4,679 1,052 644 


Total ; s é ; 9,452 4,640 3,324 


An incidental benefit to the Argentine trade that resulted 
from ownership of the State Merchant Fleet was the strength- 
ening of trade ties with the other Americas. At the beginning 
of the war the other Latin American countries were faced 
with the same shipping shortages as Argentina. Only Panama 
and Brazil of all the Latin American countries had a fleet of 
sufficient size to be ranked as maritime powers. Panama had 
over 1.1 million deadweight tons of shipping and Brazil had 
over 541 thousand deadweight tons, but neither of these 
fleets was completely available to serve the inter-American 
wartime trade. Most of Panama’s vessels were foreign owned 
and registered with that country because of certain legal ad- 
vantages. These were, for the most part, immediately with- 
drawn for use by the country in which their owner resided. 


18Ninth International Conference of American States, Selected Data 
on the Latin American Republics, Washington D. C., Pan American 
Union, 1948, p. 5; Foreign Commerce Yearbook, United States Depart- 
ment of Commerce, 1948, p. 255. 
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Brazil’s tonnage was available for inter-American trade, but 
most of it was of insufficient size or stability to be used for 
other than domestic purposes. The large burden of this ship- 
ping fell to Argentina for whom the trade offered a number of 
advantages. 


This trade with relatively underdeveloped countries who 
had been cut off from ties with their industrial suppliers was 
an immense aid to the industrialization of Argentina. Many 
producers of consumers’ goods established themselves in 
Argentina and those existing were expanded on the strength 
of an uncontested export market. Trade advantages accrued 
of course, to the other American nations as well as to Argen- 
tina. And the cementing of Latin American ties was ad- 
vantageous for more than trade reasons. 

The development of inter-American trade was immense and 
worth taking full account of. 


TABLE V 


Argentine Trade, Selected Years!? 
(thousands of pesos) 

Exports: 

Country or Area 1938 1944 1946 
United States —.._.. eee 118,553 536,317 596,100 
Latin American Republics. 155,402 560,439 566,000 
Other Countries —....._ : 1,126,498 1,263,987 2,854,000 

Total Exports —...._______......_........ 1,400,453 2,360,426 3,973,100 

Imports: 

United States ___.__ es nae 254,685 449,661 665,200 
Latin American Republics _ pense ees 150,000 232,650 545,565 
Other Conntrics—______.__...._.... 1,056,626 817,505 1,121,200 


URN MITER ka 1,460,000 1,498,816 2,331,865 


Because of changes in the value of the peso, the table above 
does not portray an absolute picture of quantitative changes, 
but it prejudices trade with each area and country to roughly 
the same extent and is thus usable for purposes of determin- 
ing the realignment of trade. Argentine exports to the 
United States and other Latin American republics virtually 


19Ninth International Conference of American States, op. cit., p. 7. 
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quadrupled between 1938 and 1944. Exports to Europe and oth- 
er areas held their own during the same period. Imports into 
Argentina from the United States and other Latin American 
republics almost doubled between 1938 and 1944, while im- 
ports from other areas decreased by 20%. A large part of 
the task of realigning trade channels fell to the Argentine 
State Merchant Fleet, which operated 75% of its shipping 
capacity in the United States-Argentine trade and 25% in 
the inter-American trade. 

The net results of the operations of the Argentine State 
Merchant Fleet from its initiation in 1941 to the end of the 
war period in late 1945 were profitable to Argentina and 
other countries in all respects. The fleet had promoted and 
stabilized the Argentine economy by aiding in maintenance 
of trade at a high level, had strengthened inter-American trade 
and relations, had provided a considerable source of foreign 
exchange earnings, and had been profitable enough to provide 
a fleet replacement reserve of over $40 million.2° In brief, 
the State Merchant Fleet had served well to fill a vacuum 
created by the withdrawal of foreign vessels from the Argen- 
tine and inter-American trade. The return of the absent 


0 vessels in the postwar period ended the temporary bonanza 
0 period for the State Merchant Fleet and brought about many 
0 new problems in an atmosphere of competition and chronic 
. shipping surpluses. 

: Postwar Development, 1946-1950 

0 The postwar period brought the reentry of vessels of the 
— United Kingdom, the United States, Sweden, the Netherlands, 
5 Norway, Italy, and many other maritime powers into the 
e Argentine trade. At first no serious problem was created 
;, for the war-born State Merchant Fleet because the expansion 
y of trade was more than commensurate to the expansion of 
b shipping. The total tonnage of most of the maritime powers 
e had also shrunk considerably beneath their prewar size. The 
y United States was the only notable exception and she was 





20“Shipping News,” Comments on Argentine Trade, 246 (November, 
1946), 54. 
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rapidly sterilizing her merchant fleet by decommissioning in 
mass. The 1946 and 1947 period thus was an additional 
period of profitable operation and expansion for the Argen- 
tine merchant marine. By 1948 and more seriously 1949, 
the number of vessels used by foreign lines had increased so 
much that shipping was once again assuming its conventional 
state of being a drug on the market. 

Each nation is conscious of the necessity of adequate mer- 
chant vessels in time of war and builds its tonnage for periods 
of the maximum flow of foreign trade. Both of these motives 
were strong in the postwar period and led the maritime 
powers of the world into large expansion programs. The 
total merchant tonnage of 1939 was 58 million tons gross 
registered; by 1947 it was equal to 70 million tons gross 
registered; and by 1949 it was over 75 million tons gross 
registered.*! Considering that the United States deactivated 
over 25 million tons gross registered between 1946 and 1949, 
one can envisage the full degree of fleet expansion by inter- 
national maritime powers. The surplus of vessels became a 
serious problem by 1949 with the stabilization of world trade. 
This resulted in rate cutting and stronger competitive prac- 
tices which were not fully abolished by the reformation of 
international shipping conferences. Conferences of shipping 
were reestablished as early as 1946. Such conferences can 
aid in the organization of lines, allocation of vessels, clarifica- 
tion of practices, and stabilization of rates, but do not have 
the power of controlling the supply of services as effectively 
as have other cartels. The demand for their services again 
is not as responsive or as elastic as in the case of other 
cartels. The demand is dependent upon the flow of inter- 
national trade, which is quite variable, depending on supplies 
of exchange, foreign relations, and market demands among 
other things. Fluctuation of ocean freight rates have little 
effect upon the volume of international commerce. Though 
conferences do serve to avoid drastic rate cutting and much 
sharp practice, they still are not an effective instrument for 


21United States Maritime Commission, Report of 1949, Washington, 
D. C.; United States Government Printing Office, 1950, pp. 26-27. 
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the purpose of keeping rates at a high level or even a remuner- 
ative level. 

It is within this postwar international shipping framework 
that the operations of the Argentine State Merchant Fleet 
must be viewed. The reentries of vessels into the Argentine 
trade were immense. 


TABLE VI 


Entrance of Vessels in Overseas Trade by Country or Flag? 
(thousands of tons net registered) 







Ist Q. 
No. of Vessels 1989 1944 1945 1946 1947 1948 1949 1950 
















United States 625 216 455 2,009 2,321 1,876 1,096 338 


Argentina 176 623 562 567 £845 1,002 1,196 408 
United Kingdom 2,928 1,151 1,179 1,807 1,750 2,301 2,175 883 
Norway 73 78 273 473 700 663 6586 241 
Sweden 255 297 305 398 362 3389 355 95 
Spain 116 315 320 288 303 269 3883 69 
Panama 419 713 5617 223 
Italy 287 642 764 289 
France 225 296 271 109 
Netherlands 80 171 315 401 493 193 
Brazil — 305 84 62 
Chile 110 7 27 
Greece 39 237 64 
Others - ; 4,679 644 2,237 








Total 9,452 3,324 3,631 6,870 8,518 9,597 8,681 


The total tonnage of vessels entering Argentine ports by 
1948 was almost three times the 1944 tonnage. British ship- 
ping doubled over this period to a 1948 high of 2,301 thou- 
sand net registered tons. United States shipping was nine 
times its 1944 level with a 1948 high of 1,876 thousand net 
registered tons. Even greater gains were made by France, 
Italy, the Netherlands, and Norway. Only the non-partici- 
pants in World War II suffered contractions in shipping 
entering Argentine ports. During 1949 and the initial 1950 
















22Foreign Commerce Yearbook, United States Department of Com- 
merce, 1948, p. 356; “Shipping News,” Business Conditions in Argentina, 
258 (January-February, 1948), 70. 
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period an overall contraction of entrances resulted with some 
shifting of position among nations. The United States suf- 
fered the greatest reduction, the 1950 volume being only 58% 
of the 1948 figure. Argentina was able to double her volume 
of vessel entrances during this period to a total of 1,196 
thousand net registered tons from a 1944 level of 623 thou- 
sand net registered tons. To fully appreciate this accomplish- 
ment it must be remembered that the Argentine State Mer- 
chant Fleet lost almost one half of its total fleet in 1945 under 
the reversion sales contracts. 


Extension of the State Merchant Fleet 


The Argentine State Merchant Fleet by the initial part of 
1946 was at its lowest level in terms of vessel tonnage since 
its initiation in 1941. There were only 26 vessels of approxi- 
mately 115,000 net registered tons available for use. There 
were also 46,447 net registered tons of vessels on order with 
English and Swedish shipyards and 3 vessels of the Argen- 
tine Lloyd Line were in the process of being transferred to 
the State Merchant Fleet by December 1945. 


TABLE VII 
Argentine State Merchant Fleet, December 31, 1945 


Net register- 





Status No. of ships ed tonnage 
IO NNO Pac ie 26 115,000 
RRND IN oii 3 22,770 
I ae a 6 46,447 
Motel pobpetans Mert a 35 184,217 


The subsequent increase of the State Merchant Fleet was 
so rapid that in only one year, 1946, did the volume of cargo 
accommodated by the fleet suffer a reduction. Table VIII gives 
evidence of the dynamic growth of the fleet. 

No figures have been released concerning the exact size 
of the State Merchant Fleet, but by process of generalizing 
orders, deliveries, and purchases it can be estimated to be 
about one-half of the total fleet during the 1946-1948 period 





MARITIME DEVELOPMENT 63 


TABLE VIII 
Argentine Total Merchant Marine, 1946-194923 


1946 1948 1949 

Number of vessels 64 101 141 * 
Total tonnage:** 

Gross registered tons = 280,000 496,000 871,500 

Dead weight tons. " 430,000 763,000 1,170,000*** 
Composed of: 

Cargo and passenger vessels... 9 

Refrigerator with passenger 

accommodations —_........... eee 1 

ODD) ore ee ee 65 

Re INNIS, ann 2 

a eee 34 


* Forty-one additional vessels remained with private shipping com- 
panies of Argentine registry. 

**Dodero fleet of 150,000 deadweight tons acquired by State Mer- 
chant Fleet in May 1949. 

*** Estimated by use of formula, deadweight ton exceeds gross 
registered ton by about 35%. 


and about three quarters of the total fleet after May 1949, 
the date of acquiring 150,000 deadweight tons of Dodero 
shipping. The vessels remaining outside State Merchant 
Fleet ownership in June 1949 consisted of 120,000 dead 
weight tons of tankers belonging to Y.P.F. (State Petroleum 
Corporation), 100,000 deadweight tons of private tankers, 
and around 140,000 tons of shipping belonging to private tramp 
service. The largest of the ten concerns controlling the tramp 
and irregular service, Argentine De Pesca, controls only one 
32,000 ton whaling vessel. The others own irregular service 
vessels and do not compose a significant element in Argentine 
shipping.** It is not unreasonable to assume that these un- 
absorbed vessels will, in keeping with the governmental policy 
of accelerated nationalization, soon be absorbed. That it is 
impossible for private lines to exist in competition with the 


23“Shipping News,” Comments on Argentine Trade, 29 (August, 
1949), 66. 

24Cia de Navigacion, 15,000 tons; Turner, 10,000 tons; Decker Y 
Montemono, 10,000; etc. 
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State Merchant Fleet will soon be seen when Argentine ship- 
ping preferences are discussed. However, this is not to say 
that intermittent, irregular services cannot exist in the coastal 
and tramp routes around the edges of the State Merchant 
Fleet line services. 


The Argentine merchant marine increased in size by 50% 
between 1945 and 1946 and almost doubled between 1946 and 
1948. The relative rate of growth was slowing down between 
1948 and 1949, but in absolute measures it had increased 
more rapidly than during previous periods. By 1949 the 
merchant marine was four time the 1946 merchant marine. 
The State Merchant Fleet increased six times in size during 
this 1946-1949 period. It is interesting to check this increase 
against the increase in total tonnage carried in the same 
period, which did not quite double. 


The expansion.of the State Merchant Fleet involved the 
addition of new efficient vessels of the type needed to ac- 
commodate Argentina’s specific trade around the nucleus of 
the vessels expropriated in 1941. The older fleet was com- 
posed of vessels that at the present time are about sixteen 
years old and in terms of mercantile efficiency are considered 
obsolete. The greater part of the postwar acquisitions are 
new construction and have been built in the yards of Britain, 
Sweden, Norway, the Netherlands, and Italy. Having deter- 
mined before use the type of vessel needed and having bought 
from the most efficient construction yards, the Argentine 
merchant fleet possesses some of the most efficient vessels in 
the world. The fact that over three quarters of the merchant 
vessels are less than five years old gives the State Merchant 
Fleet a substantial advantage over maritime powers whose 
fleets are composed in the greater part of prewar vessels. 
Table IX gives a representative picture of the types of vessels 
delivered and on order in 1949. 

It is interesting to note that most of the cargo vessels are 
ranked at 16 knots and above, which is faster than United 
States Liberty, Victory and C-type vessels. Turn around time 
is a very important factor to merchant vessels where even 
one trip more per year can make the difference between a 
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sizable profit and a loss. There are other marks of efficiency 
in these vessels that are less apparent, but their youth and 
adaptability to the specific trade are probably the highest 
points of recommendation. 

In December 1949 there were also on order 39 vessels 
totaling 284,900 gross tonnage. Of these 14, aggregating 
96,400 gross registered tons, were under construction in the 
United Kingdom; 7 with 76,000 tons in the Netherlands; and 
8, totaling 47,500 tons, in Italy. The 10 other contracts were 
distributed among Canadian, Swedish and Argentine yards. 


Profits and Rates 


The State Merchant Fleet had developed a postwar traffic 
that is larger in volume but not as profitable as that of the 
wartime period. This is a natural consequence of the in- 
creased competition and lowered freight rates in the postwar 
period. Table X reveals the statistics that are available, but, 
unfortunately, there are important omissions. 


TABLE X 


Argentine State Merchant Fleet, Operations 1946-1949 
(thousands of metric tons) 


Cargo Operations* 1946 1947 1948* May ’49-March ’50 


RUNING oo a 183 236 311 
CO, | 240 298 294 
iy | | __—_—a 32 41 1 
Coastal and 

intermediate ports 34 32 102 


Total - Pcs é 489 607 
Proit**__............  $11.8M $181M $12.6M*** 
Reserve for vessel 

renewals _.._.._..-_.-..._ $93.6 $106.1 


* Statistics are not available for 1948. 

** Ficures are in millions of dollars. 

*** $12.5 M is an estimate; the State Merchant Fleet budget was 
$172.7 M and its income was estimated at $185.2 M. 

**** Profits were not published after 1948. 
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As incomplete as these figures are, they do point to some 
interesting phases of the State Merchant Fleet’s operations. 
It is notable that under the stress of competition the State 
Merchant Fleet was able to almost double the volume of freight 
carried in the postwar years. (The latest published figure 
is from May 30, 1949, to March 15, 1950, and does not include 
one and one-half months of heavy traffic.) During this same 
time it will be remembered that the fleet expanded six times in 
size, which indicated that the vessels were operated at sub- 
stantially reduced load factor. This in conjunction with the 
fact that rates were greatly reduced during this time would 
lead to the reasonable conclusion that operations were un- 
profitable after 1948. 


During these postwar days of surplus shipping many of 
the former shipping conferences were rapidly reformed. 
Argentina with an augmented merchant fleet became a new 
member of those conferences which were formed in the most 
important areas of her maritime operation. Early in the 
postwar years the State Merchant Fleet became a member of 
the United States and River Plate Conference, which covers 
the greater part of the commerce between the United States 
east and gulf coast ports and the east coast of South America; 
the Mediterranean and River Plate Conference; and the 
North Sea and River Plate Conference. These conferences, 
as mentioned previously, attempt to set rates and control the 
volume of shipping and its allotment within the trade areas 
indicated by the conference’s title. Argentine shipping rates 
and vessel allocation will hereafter not be purely a matter of 
governmental policy. The government is, however, more 
effective in dealing with the representatives of these inter- 
national cartels than individual operators would be in negotiat- 
ing vessel allocations and rates with large merchant marine 
companies. 

The State Merchant Fleet offers regular services to the 
United States east, west and gulf coasts, to northwestern 
Europe, the Mediterranean area, and South Africa, and in 
1949 initiated services to Japan and the Far East. The Far 
East service had been started by the Dodero Shipping Line, 
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which was taken over by the Argentine government in May 
1949. Thus a fleet that was initiated as a servant of inter- 
American trade has branched out into services to virtually 
every major ocean shipping route. 

A survey of port conditions in Argentina indicates some 
of the conditions with which the State Merchant Fleet has 
to contend. The Argentine port facilities were more than 
adequate to’ accommodate the wartime tonnage entrances, 
which never exceeded four and one-half million tons. In the 
postwar period when this maximum wartime figure doubled 
the shipping lines were faced with a severe problem of port 
congestion. Ships were often delayed as much as forty-five 
days in 1947 before their cargoes could be discharged. These 
delays were a consequence of depreciated equipment, anti- 
quated practices of port control, dock workers’ strikes, vessel 
supply shortages, failures of inland transportation, and other 
less important causes. The government attempted to remedy 
this situation by ordering new construction, directing vessels 
to the ports of Bahia Blanca, Rosario, and La Plata (Buenos 
Aires accommodates more than 60% of the total traffic), 
quelling dock strikes, levying higher service dues and delay 
fines on vessels in berth, lowering warehouse free time, and 
instituting other measures. The delay in eliminating con- 
gestion necessitated continued surcharge assessments. The 
government has initiated a program of assuming ownership 
of all ports. This action may help to alleviate the problem 
of congestion that was so serious, that of the forty-nine 
working days of April and May of 1949 twenty-six and one- 
half days were completely lost in holidays, strikes and bottle- 
necks. Vessel port time was reduced from twenty-two to 
nineteen days in late 1948, but with an increased volume of 
shipping in late 1949 the time again increased. 

To insure the State Merchant Fleet of an adequate volume 
of cargo the Argentine government has instituted a system 
of preferences. These are not altogether unheard of in the 
maritime world; the United States, for example, pays con- 
struction and operational differential subsidies. But Argen- 
tina’s preferences smacked too much of mercantilism for most 
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of the competitive fleets. Considerable complaint against 
these preferences has been heard from both foreign and 
domestic shipping concerns. The first preference measure 
was presented in March 1948 and provided that merchandise 
purchased by governmental agencies and departments should 
be purchased F.O.B. This in essence gave little option to the 
purchasers of selecting the vessel of delivery. The decree 
went on to provide that Argentine vessels must be given first 
preference on such purchases. First preference also applies 
to exports of the said governmental agencies and departments. 
Second priority on these imports and exports would be given 
to regular lines of the nation from whom or to whom the ship- 
ment was being made. A later decree stated rather ambigu- 
ously that 50% of Argentine exports should be carried in 
Argentine bottoms. Provisions such as these are not too 
unusual. Tied to the American sponsored E.C.A. aid is a 
provision that 50% of the materials flowing from the United 
States should be carried in United States bottoms. 

Another conventional form of subsidy is unnecessary in the 
case of the State Merchant Fleet, that is, the operating or 
construction subsidies so common throughout the world. Since 
the State Merchant Fleet is government financed, its expan- 
sion and very existence is not dependent upon making a profit. 
Whatever deficit is incurred is covered by the treasury funds. 


Appraisal of Argentine Maritime Expansion 


In my opinion the projection of the Argentine government 
into the field of shipping has been well justified by wartime 
performance and postwar commercial necessity. The fact 
that the State Merchant Fleet with the aid of few private 
vessels was able to keep essential imports and exportable sur- 
pluses at high levels after the exodus of 80% of foreign ship- 
ping from this trade is adequate performance alone to justify 
continued government efforts to maintain Argentine flag ship- 
ping. The fact that the State Merchant Fleet carried almost 
14% of Argentine trade during the postwar period and oper- 
ated profitably through 1948, after which shipping tonnage 
became excessive, also serves to endorse these efforts. 
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It is doubtful whether private shipping under the Argen- 
tine flag could have duplicated this performance. Private 
shipping carried only 2% of Argentine foreign trade by volume 
in the 1930’s. Its wartime services were helpful, but alone it 
could never have sustained the economy at the level that was 
possible with the aid of the State Merchant Fleet. The private 
fleet entered this period with only 196,000 gross registered 
tons of shipping and at the outbreak of the war many of the 
vessels were directed to the service of countries whose na- 
tionals were their real owners. In short, if the field of ship- 
ping had been left to private capital, Argentina could not 
have been assured of reliable service during a period of war. 

During periods of peace it is doubtful that private shipping 
could or would be willing and able to perform the same task 
of cargo carriage as the State Merchant Fleet. First, the 
Argentine and, for that matter, the whole Latin American 
trade is not sufficiently profitable to attract capital in large 
quantities. Witness the fact that registered tonnage under 
the Argentine flag decreased from 234,000 net registered tons 
to 196,000 net registered tons from 1913 to 1939.25 Also, the 
United States merchant fleet operating in the Latin American 
area lost $1,437,000 between the years of 1936 and 1939. The 
loss varied from 17% net loss on capital in 1936 to a profit of 
4% during 1939.7 These results, in addition to the considera- 
tion that the area is plagued with a shipping surplus, give suffi- 
cient evidence that this is not a trade that is encouraging to 
private capital development. 

The foregoing has presented the reasons why private capital 
would be unwilling to provide a sufficient merchant fleet for 
Argentina. But even in the absence of this unwillingness it 
is highly doubtful that private capital would be able to make 
entry and perpetuate itself in this highly competitive field. 
It is not apparent that adventurous private capital exists in 
Argentina to make entry on the necessary scale and to ac- 
quire it from abroad, if the capital were forthcoming, would 
not solve the problem of wartime diversion. Entry into ocean 


25Mayer, op. cit., p. 173. 
26Olson and Hickman, op. cit., p. 156. 
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shipping has to be on a large scale in order to swing sufficient 
weight to break through the conference blocks. Conferences 
will only accept and allow favorable allocations to those lines 
that are of sufficient size that they would destroy the confer- 
ence if they were excluded. Given the lower profit potentiality 
and the requirement that entry be made on a large scale, it is 
doubtful that this is a field that can be left to private capital. 


This private versus public development of ocean shipping 
argument takes for granted that a large Argentine owned 
fleet is a desirable goal. Though a large merchant marine is 
desirable, it does not necessarily follow that a larger fleet is 
more desirable. Argentina at the end of 1949 had a mer- 
chant fleet of 871,500 gross registered tons, of which the State 
Merchant Fleet had about 654,000 tons or three-quarters of the 
fleet, and it was ranked seventh or eighth in the world. The 
State Merchant Fleet had increased three and one-eighth times 
its wartime maximum and yet cargo accommodated had in- 
creased nominally, if at all. (The figures for 1949 are not 
complete but probably do not exceed the 1,064,000 metric tons 
carried in 1944.) In the postwar period, 1946-1949, the State 
Merchant Fleet increased six times in tonnage, but cargo 
carried increased less than twice. This would lead me to be- 
lieve that the expansion of the State Merchant Fleet has 
reached beyond the level of prudence. 

Further expansion cannot profitably be made; in fact, operat- 
ing the present fleet profitably will be extremely difficult. The 
load factors of present vessels can be increased only by an 
expansion of total foreign trade. To attempt to take a larger 
quantity of the trade by the preference system of F.O.B. buy- 
ing, consignee’s option on vessels and insistence that 50% of 
Argentine trade be carried by Argentine flag vessels, would 
be disastrous. Other nations will resort to this mercantilistic 
program and in such reciprocity Argentina will suffer. The 
plague of an over-supply of shipping will have to be weathered 
by all nations in a like manner. To initiate a cut throat policy 
of national preference at this time would work havoc on the 
shipping of all nations. 


Realizing the difficulty, if not the impossibility, of increas- 
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ing the freights available to the State Merchant Fleet, the 
government’s aspirations toward having the third largest 
merchant fleet in the world by 1953 seem most difficult to 
justify. The program of expansion is proceeding unabated by 
lower freight cargo, chronic shipping surpluses, and high 
operating losses. In December 1949 there were outstanding 
orders for 39 vessels of 289,900 gross tonnage. Such orders 
at a time when Argentina had sufficient vessel capacity to ac- 
commodate one-third of her total trade and was carrying only 
14% could result only in future losses. These losses will be 
much in excess of the benefits gained from the dubious honor 
of having the world’s third largest merchant fleet. The United 
States, which holds the distinction of having the world’s larg- 
est fleet, has found in periods of peace that the honor carries 
with it a financial plague. 





or Siviitiasiis in fin <ilesitiin 


8 Robert 3. Atenas and Wilbam Sing er* 


Canadian investments in Latin America have received little 
attention. Much has been written about American and British 
“imperialism” in the area, and in the period immediately pre- 
ceding World War II, Axis investments came in for much 
scrutiny. But virtually nothing has been written about Can- 
adian investment activities, which is the more remarkable be- 
cause they are of some magnitude and are of considerable in- 
fluence in the economic and political life of certain Latin 
American countries. 

What is a Canadian investment? The Canadian Bureau of 
Statistics lists in this category “branches, subsidiaries and 
controlled companies,” plus “portfolio investments in foreign 
securities” by Canadians. In this article we are interested 
chiefly in enterprises incorporated in Canada and appearing 
to have sizable amounts of Canadian capital invested therein. 
There are some cases of Canadian-incorporated companies 
with little or no Canadian capital. And included in the discus- 
sion also are certain Latin American incorporated subsidiar- 
ies of Canadian firms. 

How extensive are Canadian investments? The Bureau of 
Statistics does not publish a separate figure for investments 
in Latin America. The data are included in “other foreign 
countries,” in which classification “the major part of most 
of the items represents investments in Latin America. Cana- 
dian investments in “other countries” amounted in 1947 to 
$142 million, of which $88 million in mining and petroleum, 
$31 million in industrial and commercial enterprises, $21 mil- 
lion in railways and utilities. In addition there was about 


* Department of Economics, Rutgers University. 
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$143 million in the form of portfolio investments, of which 
$110 million in stocks and $35 million in bonds. For com- 
parison, McKay and Rogers in 1938 reported Canadian in- 
vestments in Latin America as at least $200 million.1. Returns 
in the form of interest and dividends from investments “in 
other foreign countries” were about $19 million in 1947,$24 
million in 1948. 

Canadian capital has been put chiefly in public utilities, 
banking and insurance, with lesser concentrations in railways, 
manufacturing and mining. The public utility investments 
are the most important, involving major operations in Brazil 
and Mexico and less important holdings in E] Salvador, Ven- 
ezuela, Bolivia, etc. The Canadian-incorporated Brazilian 
Traction, Light and Power Company was established as a 
holding company in 1912 to consolidate Canadian and British 
interests in the Brazilian public utility field. It and all ex- 
cept one of its nine subsidiaries are registered as Canadian 
corporations. It has been called the“older and more settled’”’ 
of the two enterprises that dominate the Brazilian utility pic- 
ture, but it is still growing. Providing two-thirds of Brazil’s 
electricity and 80% of its telephone service, its capital expen- 
ditures were $11.9 million in 1944, $19.4 million in 1945, 
$34.1 million in 1946, $47.9 milion in 1947, $30 million in 1948, 
and $40 million in 1949. The expenditures declined in 1948 
with the uncertainty regarding a loan for which application 
had been made to the International Bank for Reconstruction 
and Development. Early in 1949 a loan of $75 million to 
assist in foreign-currency requirements of the expansion pro- 
gram was obtained, with the guaranty of the Brazilian 
Government. Expenditures for equipment were to be in the 
United States, United Kingdom and Canada, with Canada 
approving the use of up to $8 million from the Canadian sub- 
scription to the Bank, and the United Kingdom approving 
the use of up to £0.5 million. Brazilian Traction is easily the 
most important Canadian venture in Latin America. The 
extent to which its assets are owned in Canada is uncertain. 


1Canada Looks Ahead (Toronto, 1938), p. 145. 
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The Bureau of Statistics recently reported that “a large part” 
of the Canadian investment of $110 million in regions outside 
the United States, United Kingdom and other British nations 
consisted of “scattered portfolio holdings by Canadians of stock 
of Brazilian Traction.” In Brazil, Brazilian Traction has 
been the favorite example of rabid nationalists when they are 
discoursing on the evils of “foreign imperialism.” It has often 
been accused of interfering in the internal political affairs of 
the nation with little concrete evidence in support. And the 
Company itself in its annual report for 1947 noted that “a 
bitter press campaign” against the Company was then in 
progress. Relations with the government have been suff- 
ciently good to make the Brazilian government willing to 
guarantee the International Bank loan. And the company 
has wisely sought maximum integration with the Brazilian 
economy. For example, it has purchased locally-made mer- 
chandise to the largest extent possible, stimulating the manu- 
facture of goods of which it was a heavy consumer, and spend- 
ing in 1948 over $6 million for Brazilian-made products. 
Virtually all of its 44,540 employees at the end of 1948 were 
of Brazilian origin. Only one member of its Board of Direc- 
tors is Brazilian, however. 


In Mexico, Mexican Light and Power Company, incorporated 
under Dominion law in 1902, controls most of the electric 
power and light facilities in the central plateau region. The 
original plans “involved merely the installation of a hydro- 
electric station at Necaxa, the construction of a transmission 
line to a distributing station to be erected in the city and the 
sale of electric energy at wholesale rates for power purposes 
in Mexico City and its immediate vicinity.” But surveys in- 
dicated that Mexico City was probably growing more rapidly 
than any other city of the same size on the continent and 
would have rapidly expanding needs for electricity. Thus, 
the directors to take advantage of these unexpected oppor- 
tunities obtained new franchises from the Federal Government 
and from the states of Puebla, Hidalgo, Mexico and Michoa- 
can, including a Federal grant to supply light in the Federal 
District until the year 2012. In 1907 the directors decided 
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to purchase the control of the Robert Electric Company which 
was the only existing competition in the Federal District. At 
present the company has fifteen hydroelectric plants and one 
thermo-electric plant, with others under construction. It had 
404,558 consumers of light, heat and power in 1947 and 422,- 
986 in 1948. It generates and distributes 43% of the total 
power produced in Mexico. It serves the chief industrial area 
of Mexico. 

In their annual report in 1947 the directors noted that “the 
industrial development of Mexico... has continued to go for- 
ward at such a pace that the installations of the company have 
been greatly taxed and they have been operating almost con- 
stantly at peak load.” To meet the problem, the Company 
and the Federal Electricity Commission worked out a detailed 
survey of the needs of the region and a program for expansion 
in the period to 1952. The program required $106 million, 
with the Company’s share $50 million (of which $26 million 
in foreign currencies). Application was made to the Inter- 
national Bank for Reconstruction and Development: a loan 
of $24.1 million was made to finance the equipment necessary 
for the Federal Electricity Commission’s own development 
program and a second loan of $10 million was made to be 
loaned in turn to the Company for equipment needed, while 
the Company undertook to reorganize its capital structure 
in anticipation of further assistance from the Bank. Subse- 
quently additional assistance in the amount of $16 million was 
forthcoming from the Bank. Although Mexican Light and 
Power is registered in Toronto, Belgian and American capital 
as well as Canadian capital are invested in the enterprise. 
The chairman is an American—George S. Messersmith, for- 
merly Ambassador to Mexico; the vice-president is a Belgian 
—Paul van Zeeland. 


In Monterrey, Mexico, the light and power facilities are also 
controlled by a Canadian company, Monterrey Railway, Light 
and Power Company. The enterprise was incorporated in 
1905, is a subsidiary of International Power Company, oper- 
ates under a concession from the state which runs until 1995. 
The foreign-controlled power companies were comparatively 
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little affected by the economic nationalism that has prevailed 
in recent decades in Mexico. The Federal Electricity Com- 
mission has been endowed with great authority over broad 
policy and development, but it has shown a willingness to 
cooperate with the Canadian companies. 

International Power Company also has interests in El Sal- 
vador, Bolivia and Venezuela. San Salvador Electric Light 
Company, Electric Power Company of Venezuela (reorgan- 
ized as a Venezuelan corporation in 1940 as successor to 
the Venezuelan Power Company set up under Canadian law 
in 1925), and Bolivian Power Company (organized as a 
Nova Scotia corporation) are the operating entities. 

Banking is the second most important activity of Canadian 
capital in Latin America. The Royal Bank of Canada has 
branches in the principal commercial centers of Argentina, 
Brazil, Colombia, Cuba, Peru and Venezuela. It has seventeen 
branches in Cuba, five in the Dominican Republic, and three 
in Puerto Rico. Bank of Nova Scotia is the second organiza- 
tion, with seven branches in Cuba and others in Puerto Rico 
and the Dominican Republic. At one time a third Canadian 
bank—Canadian Bank of Commerce—had branches in Cuba 
but by 1949 these had been closed. The importance of the 
Canadian banks varies from country to country. In Cuba 
they have played a leading role. In 1948 Stacy May reported 
that “measured by official reports of total assets and liabilities 
... the United States banks were in first place with $232.5 
million, Cuban banks second with $189.3 million, Canadian 
banks third with $163.5 million... He rated the Royal 
Bank of Canada the most important bank in Cuba, the Bank of 
Nova Scotia as fourth.2 In Cuba the Canadian banks engage 
in a general banking business. They help finance the produc- 
tion of sugar and were at one time deeply involved in mort- 
gages on sugar estates. Indeed, in the early 1920’s when 
sugar dropped 90% in a matter of months, the Canadian 
banks along with other lenders found themselves owners of 
important sugar properties. In 1927 ten of the 175 active 


2Stacy May, Economic Development in Cuba (IBEC Technical Serv- 
ices Corporation, New York, 1948), p. 39. 
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sugar mills were controlled by Canadian interests, in 1935 
twelve out of 160 were Canadian-controlled. As the economy 
revived, the banks were able to get out of the sugar-producing 
business. In 1944 there were eight Canadian controlled mills 
out of 174, in 1948 the number had fallen to one. With the 
establishment of a central bank in Cuba, the relative import- 
ance of the Canadian banks is scheduled to decline, although 
it should be noted that the foreign banks hold stock in the new 
institution. — 

In Haiti, the Royal Bank of Canada shares the banking 
function with one other bank, a government institution, which 
tends to dominate the banking structure. The Canadian in- 
stitution carries on a general banking business, with principal 
activity in financing of imports and exports; it maintains a 
savings department although it ceased some years ago to pay 
interest on savings accounts. In the Dominican Republic the 
activity of government institutions has increased, but the 
only private banks functioning are the two Canadian banks; 
the influence of the Canadian institutions is still great but 
appears to be declining. In South and Central America the 
Canadian banks tend to be of less importance than in the West 
Indies. In Brazil, for instance, the loans and deposits of the 
Royal Bank of Canada constitute perhaps one-seventh of the 
total for the foreign banks, but all the foreign banks account 
for only about 6% of the loans and deposits of the principal 
banks. This in contrast with 1930 when the foreign institu- 
tions handled some 35% of the country’s banking activity. 
In Colombia, too, the foreign banks and among them the 
Canadian institution are of decreasing importance. 


In insurance, the Canadian companies occupy an important 
position in Latin America. This is not a recent phenomenon, 
and the position of leadership—like that of the banks—per- 
haps results from the fact that both insurance and banking 
have long been subject to close regulation in Canada, and the 
reputation for stability and trustworthiness of the Canadian 
institutions was early earned and established. Sun Life Assur- 
ance Company in 1946 had $168 million of insurance in effect 
in the West Indies, Central and South America—about 4.7% 
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of the company’s total in effect. It had offices in Buenos Aires 
and Rosario, Argentina; Guatemala City for Central America; 
Santiago de Chile; Havana, Cuba; Ciudad Trujillo in the 
Dominican Republic; Port-au-Prince in Haiti; and San Juan, 
Puerto Rico. It usually writes policies in local currency and 
where possible invests premiums in the country where they 
originate. As early as 1905 Sun Life included among its 
investments bonds of the Mexican government, the Banco 
Hipotecario and Caja de Crédito Hipotecario in Chile, Mexican 
Electric Light Company, Mexican Light and Power Company, 
and Rio de Janeiro Tramway, Light and Power Company. 
The tendency to invest in countries where they operate gives 
the Canadian companies a direct stake in industries in the 
countries. For instance, in Cuba they are reported to have 
sizable investments in Cuban Telephone, Cuban Railroad, 
Cia. Aqueductos, Havana Docks, and the new rayon textile 
plant. Other Canadian insurance operations in Latin America 
include Crown Life Insurance Company which operates in 
Puerto Rico, Cuba and Venezuela; Western Assurance Com- 
pany which is in Colombia, Cuba and Puerto Rico; Manufac- 
turers Life Insurance Company which is in Guatemala and 
Panama and does renewal business in Colombia, Costa Rica, 
Honduras, Nicaragua and El] Salvador; Imperial Life Assur- 
ance Company of Canada which operates in Central America 
and the West Indies; Confederation Life Association which 
does business in Cuba, Dominican Republic, Puerto Rico, El 
Salvador, Guatemala, Colombia, Mexico and Venezuela. The 
Confederation Life is the only foreign insurance company 
doing business in Mexico, where it operates as ““La Confedera- 
cién de Canada.” 


In the mining field, Canadian capital is in gold mining ven- 
tures in Nicaragua, including Noranda Mines and its subsi- 
diaries Cia. Minera La India and Empresa Minera de Nicara- 
gua, and La Luz Mines which is controlled by Ventures, Ltd., 
a Canadian company. In Colombia, Canadian subsidiaries are 
among the most important gold operations: One such is Pato 
Consolidated Dredging, controlled by Placer Development, with 
assets slightly under $13 million in 1948; another Placer 
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Development subsidiary, Asnazu Gold Dredging, is also en- 
gaged in dredging gold. 

In the petroleum field, there is Canadian Eagle Oil, estab- 
lished in 1928 to take over certain properties of Mexican Eagle 
Oil Company; it is a Canadian corporation only in name and 
registration, however, with little of the stock owned by 
Canadians. International Petroleum Company was organized 
under Canadian statutes, is a subsidiary of Standard Oil 
Company of New Jersey, has headquarters in Toronto, is an 
important factor in the economy of Peru. A wholly-owned 
subsidiary of International is Tropical Oil Company which 
has been the leading producer of petroleum in Colombia. 
Andian National Corporation is another subsidiary, was or- 
ganized under Canadian laws in 1919, operates in Colombia. 
In Venezuela, British Controlled Oilfields Ltd., is a Canadian- 
incorporated company with concessions running until 1984, 
which rents concessions to the Jersey and Shell companies. 
In Ecuador, a subsidiary of British Controlled is Ecuador 
Oilfields Ltd. 


In the transportation field, there was Canadian participa- 
tion in the original Brazilian Railway Company. Perhaps the 
most spectacular transport venture was Peruvian Interna- 
tional Airways, which was a joint U. S.-Canadian venture 
in which the nature of Peruvian support never has been 
clearly defined. The company had Peruvian government sup- 
port from 1945 to 1948, was bitterly opposed by Pan Ameri- 
can, was reported in financial difficulties almost from the start, 
found the going too rough when government support was with- 
drawn, filed a petition in bankruptcy on February 28, 1949. 

In the manufacturing field, Canadian capital has not been 
very active. Some Canadian manufacturers maintain only 
sales agencies; one such is Massey-Harris Company which 
does a substantial business in the Plate and Brazil and has 
distributors in every other American republic. Aluminium 
Ltd. has locally-incorporated subsidiaries in Brazil, Argentina 
and Mexico. Cinzano Ltd. has subsidiaries in Argentina, 
Chile, Brazil and Peru. Hiram Walker-Gooderham and Worts 
Ltd. has important investments in Argentina; in 1943 Dis- 
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tillerias Hiram Walker & Sons (Argentina) was organized 
under Argentine law, with initial capital of 12 million pesos, 
with all the stock held in Hiram Walker & Sons Inc., the 
U. S. subsidiary of the Canadian firm. Distillerias Hiram 
Walker acquired Mattaldi-Simon Inc., an old Argentine dis- 
tillery which had been in business since 1885. Hiram Walker 
is now producing its branded goods in Argentina, having 
brought out Hiram Walker gin in 1946 and its whiskey in 1947. 
In addition to gin and whiskey, the company produces edible 
oils, carbon dioxide gas, dry ice, insecticides, and vinegar. 
Ecuadorean Corporation is another firm with Canadian capi- 
tal. It was organized in 1913 as an English company, reor- 
ganized in Canada in 1928 and again in 1937. Its associated 
properties include a brewery, ice and refrigeration plant, real 
estate company, rice and banana plantations, the only cement 
plant in Ecuador, a limestone quarry, and a one-third interest 
in a firm making candies and crackers; in 1946 it sold a hydro- 
electric plant that it had owned to the city of Quito. One of 
the few Canadian-controlled general manufacturing enter- 
prises in Brazil is Cia. Brazileira de Cemento Portland, organ- 
ized in 1924 with Brazilian registry. 


* * * 


Canadian investments in Latin America are by no means of 
negligible proportions, and concentrated in key segments of 
the economies have exercised an importance out of proportion 
to the capital involved. While they were early in the field 
of power and banking, they have tended to lose ground rela- 
tively in recent years in these activities. And in the growing 
activity in manufacturing, Canadian branch plant activity 
has not figured significantly. Canadian interests have suffered 
along with other foreign investment interests from the wave 
of nationalism in Latin America, the more so because of the 
vulnerability of utilities and banking. It should be noted 
that the Canadian government in the past decade has not 
shown the type of aggressive economic policy in Latin Amer- 
ica such as has marked the efforts of the United States. Inter- 
governmental lending has not been resorted to, and there is no 
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indication of vigorous interest on the part of the Canadian 
government in stimulating investment in Latin America. It 
seems likely thus that Canadian capital will continue to 
decline in relative importance in this area. 





Ad. 


Mohs Swe 








INDEX BY SUBJECT AND AUTHOR 


Volume IV 


SUBJECT INDEX 


Subject 


Acierto on the Price of Coffee: 
Some Observations on _ the 
meaning of the Price System 


British Investments in Latin 
America, End of Year 1900 


C.B.R. in Venezuela 


Canadian Investments in Latin 
America 


Can Peron be Bought?_ 


Curtain that Shields the “Diplo- 
mats,” The : 


Economic Diplomacy with Latin 
America - ee 


Economic Diplomacy with Latin 
America: An Interpretation 


Economics of the Good Neighbor 
Policy: Dollar Bonds and Dollar 
Loans 


Economics of the Good Neighbor 
Policy: The Gillette Committee 
Investigation of the Price of 
Coffee z ie, 


Farms or Factories: Three Views 
of Mexico’s Industrial Revolu- 
CAN ete oot ee eee 


From Dollar Diplomacy to the 
Good Neighbor Policy 


From Reciprocal Trade to Point 
RO eee nee ie ee ee es 


Latin America and the Industrial 
RUS RD sa ae 


Locomotive and Twenty Empty 
Freight Cars, The 


Maritime Development in Argen- 
tina in the Past Decade__..____ 


Author No. 


Elgin Williams 


J. Fred Rippy 
Clifton R. Wharton, Jr. 
Robert J. Alexander 


. and William Singer 


. Felix J. Weil 


Simon G. Hanson 
Symposium edited 
by Harris G. Warren 


Harris G. Warren 


Acierto 


Acierto 


. George Wythe 


Arthur P. Whitaker 


Wendell C. Gordon 


Elgin Williams 


Thomas W. Palmer, Jr. 


John L. Hazard 


Pages 


57-74 


16-26 
3-15 


73-82 
27-36 


37-47 


3-47 


3-11 





Subject 


National Personnel Administra- 
tion in Uruguay 


Point Four, International Invest- 
ment and the Future of Inter- 
national Trade 


Preparation of Economists in 
Southern South America 


Problems of Industrialization in 
Latin America 


Public Policy and the Foreign In- 
vestor in Latin America 


Tin Control and Exchange De- 
preciation in Bolivia, 1931-39 


Transportation in the Caribbean 
during World War II 


Wage Making in the Puerto Rican 
Sugar Industry 


Author 


James D. Kitchen 


Virgil Salera 

Morris Bornstein 

Maurice A. Hall and 
Arnold A. Rogow 

J. Fred Rippy 

Burton C. Hallowell 


Alex Zeidenfelt 


Simon Rottenberg 


37-52 


27-43 


44-56 


30-36 


71-84 


75-96 


85-92 





Author 


Acierto 


Acierto 
Alexander, R. J. and 
Singer, W. 


3ornstein, M. 
Gordon, W. C. 
Hall, M. A. and 

Rogow, A. A. 
Hallowell, B. C. 
Hanson, S. G. 
Hazard, J. L. 
Kitchen, J. D. 
Palmer, T. W., Jr. 
Rippy, J. F. 
Rippy, J. F. 
Rottenberg, S. 
Salera, V. 


Warren, H. G. 


Warren, H. G. 
Weil, F. J. 
Wharton, C. R., Jr. 


Whitaker, A. P. 


AUTHOR INDEX 


Subject No. 


Economics of the Good Neighbor Policy: 
Dollar Bonds and Dollar Loans 


Economics of the Good Neighbor Policy: 
The Gillette Committee Investigation 
of the Price of Coffee 


Canadian Investments in Latin Amer- 
ica 


Preparation of Economists in Southern 
South America 


From Reciprocal Trade to Point IV 


Problems of Industrialization in Latin 


America s 


Tin Control and Exchange onprueten 
In Bolivia, 1931-39_ 


Curtain that Shields the “Diplomats,” 
The 


Maritime 
the 


Development in Argentina in 
Past Decade 
National Personnel Administration in 
Uruguay 


Locomotive and Twenty Empty Freight 
Cars, The 


British Investments in Latin America, 
End of Year 1900 


Public Policy and the Foreign Investor 
in Latin’ America 


Wage Making in the Puerto Rican Sugar 
Industry 


Point Four, International Investment 

and the Future of International Trade 
Economic Diplomacy with Latin Amer- 
ica: A Symposium 


Economic Diplomacy with Latin Amer- 
ica: An Interpretation 

Can Peron Be Bought? 

C.B.R. 


in Venezuela 


From Dollar the Good 


Neighbor 


Diplomacy to 
Policy 


3-33 


73-82 


27-43 


20-29 


44-56 


71-84 


37-47 


48-72 


45-58 


53-94 


16-26 


30-36 


85-92 


37-52 





Author 


Williams, E.___ 


Williams, E._— 


Wythe, G._ 


Zeidenfelt, A._ 


Subject 


Acierto on the Price of Coffee: Some 
Observations on the Meaning of the 
Price System ; ; 


Latin America and the Industrial Revo- 
lution _ eocanea nome ene 


Farms or Factories: Three Views of 
Mexico’s Industrial Revolution 


Transportation in the Caribbean vaninted 
World War II 


No. Pages 


3 


1 


57-74 


59-69 


35-43 


75-96 





